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MOST LITIGATED ISSUES: Introduction

Internal Revenue Code (IRC) § 7803(c)(2)(B)(ii) (X) requires the National Taxpayer Advocate to identify
in her Annual Report to Congress (ARC) the ten tax issues most litigated in federal courts (Most Litigated
Issues).! The National Taxpayer Advocate may analyze these issues to develop recommendations to

mitigate the disputes resulting in litigation.

The Taxpayer Advocate Service (TAS) identified the Most Litigated Issues from June 1, 2012, through
May 31, 2013, by using commercial legal research databases. For purposes of this section of the Annual
Report, the term “litigated” means cases in which the court issued an opinion.? This year’s Most Litigated

Issues in descending order are:
B Accuracy-related penalty (IRC § 6662(b)(1) and (2));
= Trade or business expenses (IRC § 162(a) and related Code sections);
u Gross income (IRC § 61 and related Code sections);
® Summons enforcement (IRC §§ 7602(a), 7604(a), and § 7609(a));
® Collection due process (CDP) hearings (IRC §$ 6320 and 6330);

= Failure to file penalty IRC § 6651(a)(1)), failure to pay penalty (IRC § 6651(a)(2), and estimated
tax penalty (IRC § 6654);

® Charitable deductions IRC §170);
= Frivolous issues penalty (IRC § 6673 and related appellate-level sanctions);

= Civil actions to enforce federal tax liens or to subject property to payment of tax (IRC § 7403);

and
= Relief from joint and several liability for spouses (IRC § 6015).

The majority of these issues were identified as Most Litigated Issues last year, with the exception of
charitable deductions.? Accuracy-related penalties became the top issue this year, continuing the trend
from 2011 to 2012, which saw a 113 percent increase in cases, followed by a gain of another 52 percent
in 2013.* The number of CDP cases fell slightly this year after a significant increase in 2012, dropping
from 116 cases in 2012 to 105 in 2013.> Civil actions to enforce federal tax liens or to subject property
to payment of tax saw the largest decrease in cases, with 48 cases in 2012 and 33 in 2013, a 31 percent

decrease.®

1 Federal tax cases are tried in the United States Tax Court, United States District Courts, the United States Court of Federal Claims, United States
Bankruptcy Courts, United States Courts of Appeals, and the United States Supreme Court.

2 Many cases are resolved before the court issues an opinion. Some taxpayers reach a settlement with the IRS before trial, while the courts
dismiss other taxpayers’ cases for a variety of reasons, including lack of jurisdiction and lack of prosecution. Additionally, courts can issue less
formal “bench opinions,” which are not precedential. The more significant bench opinions are available through www.ustaxcourt.gov.

See National Taxpayer Advocate 2012 Annual Report to Congress 560.

See id. at 563, Table 3.0.1; National Taxpayer Advocate 2011 Annual Report to Congress 589.
See id.

See id.
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Once TAS identified the Most Litigated Issues, it analyzed each one in four sections: summary of
findings, description of present law, analysis of the litigated cases, and conclusion. Each case is listed in
Appendix III, which categorizes the cases by type of taxpayer (i.e., individual or business).” Appendix III
also provides the citation for each case, indicates whether the taxpayer was represented at trial or argued

the case pro se (i.e., without representation), and lists the outcome.®

We have also included a “Significant Cases” section summarizing decisions that are not among the top ten
issues but are important to tax administration.” This year, the Significant Cases discussion includes two

decisions issued by the Supreme Court.'

AN OVERVIEW OF HOW TAX ISSUES ARE LITIGATED
Initially, taxpayers can generally litigate a tax matter in four different fora:

® The United States Tax Court;

United States District Courts;

The United States Court of Federal Claims; and

United States Bankruptcy Courts.

With limited exceptions, taxpayers have an automatic right of appeal from final decisions of any of these

courts.!!

The Tax Court is generally a “prepayment” forum. In other words, taxpayers can access the Tax Court
without first having to pay the disputed tax. The Tax Court has jurisdiction over a variety of issues,
including deficiencies, certain declaratory judgment actions, appeals from collection due process hearings,

relief from joint and several liability, and determination of employment status.'?

The United States District Courts and the United States Court of Federal Claims have concurrent
jurisdiction over tax matters in which (1) the tax has been assessed and paid in full,” and (2) the taxpayer
has filed an administrative claim for refund.'* The United States District Courts, along with the bank-

ruptcy courts in very limited circumstances, provide the only fora in which a taxpayer can receive a jury

7 Individuals filing Schedules C, E, or F are deemed business taxpayers for purposes of this discussion even if items reported on such schedules
were not the subject of litigation.

8  “Pro se” means “for oneself; on one’s own behalf; without a lawyer.” Black’s Law Dictionary (9th ed. 2009). For purposes of this analysis, we
considered the outcome of the case with respect to the issue analyzed only. A “split” decision is defined as a partial allowance on the specific
issue analyzed. The citations also indicate whether decisions were on appeal at the time this report went to print.

9  One of the cases discussed in the “Significant Cases” section of this report was decided outside the June 1, 2012, through May 31, 2013,
period used to identify the ten most litigated issues, but we nonetheless have included it because of its impact on tax administration.

10 United States v. Windsor, 133 S. Ct. 2675 (2013), aff’g 699 F.3d 169 (2d Cir. 2012), aff’g 833 F. Supp. 2d 394 (S.D.N.Y. 2012) and PPL Corp. v.
Comm'r, 133 S. Ct. 1897 (2013), rev’g 665 F.3d 60 (3d Cir. 2011), rev’g 135 T.C. 304 (2010).

11 See IRC § 7482, which provides that the United States Courts of Appeals (other than the United States Court of Appeals for the Federal Circuit)
have jurisdiction to review the decisions of the Tax Court. There are exceptions to this general rule. For example, IRC § 7463 provides special
procedures for small Tax Court cases (where the amount of deficiency or claimed overpayment totals $50,000 or less) for which appellate review
is not available. See also 28 U.S.C. § 1294 (appeals from a United States District Court are to the appropriate United States Court of Appeals);
28 U.S.C. § 1295 (appeals from the United States Court of Federal Claims are heard in the United States Court of Appeals for the Federal
Circuit); 28 U.S.C. § 1254 (appeals from the United States Courts of Appeals may be reviewed by the United States Supreme Court).

12 |IRC §§ 6214; 7476-7479; 6330(d); 6015(e); 7436.
13 28 U.S.C. § 1346(a)(1). See Flora v. United States, 362 U.S. 145 (1960), reh’g denied, 362 U.S. 972 (1960).
14 |RC § 7422(a).
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trial.”® Bankruptcy courts can adjudicate tax matters that were not adjudicated prior to the initiation of a

bankruptcy case.'

ANALYSIS OF PRO SE LITIGATION

As in previous years, many taxpayers appeared before the courts pro se. Table 3.0.1 lists the Most Litigated
Issues for the review period of June 1, 2012, through May 31, 2013, and identifies the number of cases,
broken down by issue, in which taxpayers appeared without representation. As the table illustrates, the is-

sues with the highest rates of pro se appearance are summons enforcement and the frivolous issues penalty.

TABLE 3.0.1, Pro Se Cases by Issue

Litigated Cases Pro Se Percentage of
Most Litigated Issue Reviewed Litigation Pro Se Cases
Accuracy-Related Penalty 178 100 56%
Trade or Business Expenses 134 86 64%
Gross Income 117 71 61%
Summons Enforcement 117 91 78%
Collection Due Process 105 70 67%
gzi:;fietz File, Failure to Pay, and Estimated Tax 86 53 62%
Charitable Deductions 40 18 45%
zg\écélt?glqssl)ssues Penalty (and related appellate-level 36 35 97%
s o e e o ens oo = 10
Joint and Several Liability 31 11 35%
Total 877 553 63%

Table 3.0.2 affirms our contention that overall, taxpayers are more likely to prevail if they are represented.
However, in cases involving relief from joint and several liability for spouses under IRC § 6015, it is
interesting to note that taxpayers who appeared pro se were far more likely to prevail than taxpayers who
were represented. The IRS and taxpayers would benefit from resolving these cases administratively rather

than forcing taxpayers to seek relief through the courts.

15

16

324

The bankruptcy court may only conduct a jury trial if the right to a trial by jury applies, all parties expressly consent, and the district court specifi-
cally designates the bankruptcy judge to exercise such jurisdiction. 28 U.S.C. § 157(e).

See 11 U.S.C. § 505(a)(1) and (a)(2)(A).
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TABLE 3.0.2, Outcomes For Pro Se and Represented Taxpayers

Pro Se Taxpaye Represented Taxpayers

Taxpayer Taxpayer

Total Prevailed in Total Prevailed in
Most Litigated Issue Cases Whole or in Part | Percent Cases Whole or in Part | Percent
Accuracy-Related Penalty 100 20 20% 78 19 24%
Trade or Business Expenses 86 19 22% 48 16 33%
Gross Income 71 12 17% 46 5 11%
Summons Enforcement 91 1 1% 26 5 19%
Collection Due Process 70 7 10% 35 10 29%
Failure to File, Failure to Pay, o o
and Estimated Tax Penalties 2 ! el e2 & R
Charitable Deductions 18 1 6% 22 7 32%
Frivolous Issues Penalty
(and related appellate-level 35 12 34% 1 1 100%
sanctions)
Civil Actions to Enforce
Federal Tax Liens or to o 5
Subject Property to Payment 18 0 0% 15 3 20%
of Tax
Joint and Several Liability 11 6 55% 20 5 25%
Total 553 85 15% 323 79 24%
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Significant Cases

This section describes cases that generally do not involve any of the ten most litigated issues, but nonethe-

less highlight important issues relevant to tax administration." These decisions are summarized below.

In United States v. Windsor, the Supreme Court held unconstitutional the Defense of
Marriage Act’s denial of a spousal deduction to a same-sex couple in computing the
federal estate tax.>

Edith Windsor and her same-sex spouse, Thea Spyer, long-time New York residents, were married in
Canada in 2007. Spyer died in 2009, leaving her entire estate to Windsor. Because of the Defense of
Marriage Act (DOMA),? which prevented them from being treated as married under federal law, Windsor
did not qualify for the marital deduction under IRC § 2056(a). Windsor paid the estate tax (in her
capacity as executor) and filed a claim for refund. The IRS denied the claim, concluding that under
DOMA, Windsor was not a “surviving spouse.” Windsor then filed suit, seeking a refund and a declara-
tion that DOMA violates the Equal Protection Clause of the Fifth Amendment of the U.S. Constitution.

After concluding that the couple’s marriage would be recognized under New York state law and that
Windsor was entitled to a refund, the United States District Court for the Southern District of New York
declared that section three of DOMA violated the Equal Protection Clause of the U.S. Constitution.”
Both the U.S. Court of Appeals for the Second Circuit® and the Supreme Court® agreed that section three
of DOMA is unconstitutional.

In support of its holding, the Supreme Court reasoned that by history and tradition, the regulation of
marital relations is virtually within the exclusive providence of the states, necessarily diminishing federal
authority in this area. It discussed how section three of DOMA has the impermissible principal purpose
and effect of identifying and making unequal a subset of state-sanctioned marriages. Moreover, it ob-
served that DOMA forces same-sex couples to live as married for the purpose of state law but unmarried
for the purpose of federal law, thus diminishing the stability and predictability of basic personal relations
that New York and other states found it proper to acknowledge and protect.

326

When identifying the ten most litigated issues, TAS analyzed federal decisions issued during the period beginning on June 1, 2012, and ending on
May 31, 2013. For purposes of this section of the report, we generally use the same time period.

United States v. Windsor, 133 S. Ct. 2675 (2013), aff’g 699 F.3d 169 (2d Cir. 2012), aff’g 833 F. Supp. 2d 394 (S.D.N.Y. 2012) [hereinafter
Windsor]. The same issues arose in Gill v. Office of Pers. Mgmt., 699 F. Supp. 2d 374 (D. Mass. 2010), affd sub. nom. Massachusetts v. U.S.
Dep’t. of Health & Human Servs., 682 F.3d 1 (1st Cir. 2012) [hereinafter Gill]. For prior coverage of Gill and Windsor, see National Taxpayer
Advocate 2010 Annual Report to Congress 418, 426-27 (discussing Gill) and National Taxpayer Advocate 2012 Annual Report to Congress 564,
567-70 (discussing Gill and Windsor).

For purposes of federal law, section three of DOMA defines “marriage” as “a legal union between one man and one woman as husband and wife,”

and “spouse” as “a person of the opposite sex who is a husband or a wife.” Defense of Marriage Act, Pub. L. No. 104-199, § 3(a), 110 Stat.
2419 (1996) (codified at 1 U.S.C. § 7).

Windsor, 833 F. Supp. 2d at 406.
Windsor, 699 F.3d at 188.
Windsor, 133 S. Ct. at 2696.
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This case is particularly significant for tax purposes because every federal statute (including the tax code)
that refers to “marriage” or a “spouse” will no longer be tied to the unconstitutional definition provided by

DOMA. As Justice Scalia observes in his dissent, this leaves many unanswered questions:’

Imagine a pair of women who marry in Albany and then move to Alabama, which does not
‘recognize as valid any marriage of parties of the same sex’... When the couple files their next
federal tax return, may it be a joint one? Which State’s law controls, for federal-law purposes:
their State of celebration (which recognizes the marriage) or their State of domicile (which
does not)? (Does the answer depend on whether they were just visiting in Albany?) Are these
questions to be answered as a matter of federal common law, or perhaps by borrowing a State’s
choice-of-law rules? If so, which State’s? And what about States where the status of an out-of-

state same-sex marriage is an unsettled question under local law?®

The case will also have an immediate effect on the IRS because many same sex-couples are also likely to

amend their returns to change their filing status.’

In PPL Corp. v. Commissioner, the Supreme Court held that a taxpayer was entitled to a
foreign tax credit for the payment of a United Kingdom windfall tax because, in substance,
it was a tax on income, notwithstanding its form as a tax on value.*°

After the United Kingdom (U.K.) privatized 32 then-public utilities between 1984 and 1996, managers
quickly cut costs, reaping higher-than-expected profits. In 1997, the U.K. enacted a one-time “windfall

tax” to recoup excess profits.

PPL, part owner of a privatized U.K. company subject to the windfall tax, claimed a credit for its share of
the windfall tax on its 1997 federal income tax return. PPL relied on IRC § 901(b)(1), which states that
any “income, war profits, and excess profits taxes” paid overseas are creditable against U.S. income taxes.
A foreign tax is creditable if its “predominant character” is that of an “income tax in the U.S. sense.”!
A foreign tax’s predominant character is that of a U.S. income tax if it “is likely to reach net gain in the
normal circumstances in which it applies.”'?

In form, the windfall tax was based on the difference between each company’s “profit-making value” and
“flotation value.” It was computed using a complicated valuation formula that incorporated profits, but
the tax was not directly imposed on income or profits. However, PPL reasoned that the tax formula could
be algebraically recomputed as a tax on income or profits, and that it would reach net gain under normal

circumstances. Thus, it argued the windfall tax was creditable.

7 For further discussion of implementation issues, see Most Serious Problem: Domestic Partners and Same-Sex Couples Need Federal Tax Guidance,
supra.

Windsor, 133 S. Ct. at 2675.

For a discussion of unanswered federal tax questions posed by state laws governing domestic partnerships, see National Taxpayer Advocate 2010
Annual Report to Congress 211 (Most Serious Problem: State Domestic Partnership Laws Present Unanswered Federal Tax Questions); National
Taxpayer Advocate 2012 Annual Report to Congress 449 (Status Update: Federal Tax Questions Continue to Trouble Domestic Partners and Same-
Sex Spouses). The government recently issued Notice 2013-61, and Revenue Ruling 2013-17, which address some of these questions.

10 PPL Corp. v. Comm’r, 133 S. Ct. 1897 (2013), rev’g 665 F.3d 60 (3d Cir. 2011), rev’g 135 T.C. 304 (2010) [hereinafter PPL].
11 Treas. Reg. § 1.901-2(a)(1)(ii) (as amended in 2013).
12 Treas. Reg. § 1.901-2(a)(3)(i) (as amended in 2013).
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The IRS rejected PPLs claim. It reasoned that any algebraic rearrangement of the windfall tax was
improper. The Tax Court disagreed with the IRS," but the U.S. Court of Appeals for the Third Circuit
reversed.'® In a related case, the U.S. Court of Appeals for the Fifth Circuit held the U.K. windfall tax
was creditable.”” In holding in favor of PPL, the Supreme Court agreed with the Fifth Circuit’s view that

the tax was creditable.

The Supreme Court reasoned that foreign tax creditability depends not on the way a foreign government
characterizes its tax, but on its economic substance. For most of the affected companies, the tax formula’s
substantive effect was to impose a tax on all profits above a threshold. Thus, the Supreme Court held the

U.K. windfall tax was creditable against PPLs U.S. income tax.

This case is significant because the IRS argued that form should govern the result rather than substance.
In other contexts, the IRS usually argues that economic substance controls tax treatment and vigorously

opposes arguments that form should govern.'¢

In Historic Boardwalk Hall, LLC v. Commissioner, the U.S. Court of Appeals for the Third
Circuit held that an investor was not a bona fide partner in a partnership and could not
claim flow-through tax credits because the investor lacked a meaningful stake in the
partnership’s success or failure.'’

The New Jersey Sports and Exposition Authority (NJSEA) and Pitney Bowes, Inc. (PB) formed Historic
Boardwalk Hall, LLC (HBH), to renovate the East Hall, a popular convention center in Adantic City,
New Jersey. HBH allocated certain rehabilitation expenditures to PB, allowing PB to claim historic
rehabilitation tax credits (HRTC) under IRC § 47."® Purchase and sale options limited the risk to PB and

essentially guaranteed a three-percent return on its investment in addition to the tax credits.

The IRS disallowed PB’s rehabilitation tax credits, arguing that the HBH partnership was a sham, lacked
economic substance, and was not really a partnership, but rather a vehicle to allow NJSEA to impermis-

sibly sell tax credits to PB.

The Tax Court disagreed, sustaining the allocation of the credits to PB."” In its view, the parties intended
to form a partnership for a legitimate business purpose (i.e., to rehabilitate the East Hall), and PB’s moti-

vation was not limited to the credits.?’ It also expected a three percent return. Moreover, PB’s investment

13
14
15

16

17

18

19
20

328

PPL, 135 T.C. 304 (2010).
PPL, 665 F.3d 60 (3d Cir. 2011), rev’g 135 T.C. 304 (2010).

Entergy Corp. v. Comm’r, 683 F.3d 233 (5th Cir. 2012), aff’g T.C. Memo. 2010-197. Entergy Corporation was an owner of one of the 32 compa-
nies that were privatized. This circuit split created the possibility that similarly situated competitors in the same industry could have received
different federal income tax credits based solely on which circuit’s precedent applied.

Substance over form arguments may take on even greater significance now that a taxpayer may be subject to a strict liability penalty of up to 40
percent of any underpayment (or refund claim) resulting from a transaction that lacks economic substance or fails to meet the requirements of
“any similar rule of law.” Health Care and Education Reconciliation Act of 2010, Pub. L. No. 111-152, § 1409, 124 Stat. 1029, 1067 (codified at
IRC § 7701(0), 6662(b)(6), 6662(i), and 6676(c) and applicable to transactions entered into after March 30, 2010, the date of enactment). See
also IRC § 6664(d)(2) (no reasonable cause exception for transactions lacking economic substance).

Historic Boardwalk, LCC v. Comm’r, 694 F.3d 425 (3d Cir. 2012), rev’g and remanding 136 T.C. 1 (2011), cert. denied, 133 S. Ct. 2734 (2013)
[hereinafter Boardwalk].

IRC § 47 allows a taxpayer to claim a tax credit equal to 20 percent of the qualified rehabilitation expenditures with respect to a certified historic
structure.

Boardwalk, 136 T.C. 1 (2011).

Boardwalk, 136 T.C. 24 (2011).
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had a potential for loss. Accordingly, it concluded that PB was a partner, HBH was a partnership, and the

arrangement had economic substance.?!

The U.S. Court of Appeals for the Third Circuit disagreed, reversing the Tax Court. The Third Circuit
assumed that HBH had economic substance, but concluded that PB was not a bona fide partner.?? It
reasoned that PB’s investment was more like debt than equity because PB had no meaningful downside
risk or potential for gain in excess of its three percent return. NJSEA had even agreed to reimburse PB for
any disallowed HRTCs. Moreover, NJSEA was financially secure and able to complete the project with-
out PB, minimizing the risk the project would not be completed or that it would not be able to honor its

obligations to PB.%

This decision is significant because it increases the cost and complexity of using partnerships to sell

tax credits.”* While hindering the sale of tax credits likely promotes respect for the tax system, it may
also reduce the attractiveness of the credits. According to a consulting firm cited by the U.S. Court of
Appeals for the Third Circuit, tax-exempt owners of historic properties (like NJSEA) could have expected
an investor to pay $.80 to $.90 per dollar of HRTC.# This percentage has likely declined as a result of
the court’s decision, especially now that an additional penalty may apply to transactions deemed to lack

economic substance.?

In Shockley v. Commissioner, the U.S. Court of Appeals for the Eleventh Circuit held that

a protective petition filed with the U.S. Tax Court by persons without actual or apparent
authority to represent the taxpayer nonetheless suspended the taxpayer’s period of
limitations on assessment.?’

After an audit of the Shockley Communications Corporation’s (SCC) 2001 return, the IRS timely mailed
a statutory notice of deficiency (SNOD) to SCC to the address shown on the return. SCC did not file a
petition with the U.S. Tax Court to dispute the deficiency.

The IRS simultaneously mailed a duplicate SNOD to the Shockleys (SCC’s former officers and share-
holders), even though the Shockleys no longer had authority to act for SCC. During 2001, another
company purchased all the shares of SCC and the Shockleys resigned from their positions. The Shockleys
filed a protective petition, alleging that the SNOD they received, which identified both them and SCC as
the taxpayer, was invalid because they were not the taxpayer. In addition, the Shockleys alleged that the

21 Boardwalk, 136 T.C. 29-30 (2011).

22 Boardwalk, 694 F.3d at 449-63. The court cited TIFD III-E, Inc. v. United States, 459 F.3d 220 (2d Cir. 2006) (concluding nontaxable foreign
banks, which were allocated most of the partnership’s taxable income but that did not share in its business risks, were not partners for tax pur-
poses), and Virginia Historic Tax Credit Fund 2001 LP v. Comm’r, 639 F.3d 129 (4th Cir. 2011) (holding that those who invested in a partnership
in exchange for an allocation of state tax credits without assuming meaningful business risks did not contribute funds to the partnership as part-
ners, but rather paid to purchase tax credits).

23 Although “mindful of Congress’s goal of encouraging rehabilitation of historic buildings,” the court objected to the “prohibited sale of tax credits”
presented by this case. Boardwalk, 694 F.3d at 462-63.

24 In light of the new penalty applicable to transactions that lack economic substance (cited above), the decision may also be significant because
neither court adopted the IRS’s argument that the transaction had no economic substance.

25 Boardwalk, 694 F.3d at 434.

26 If policymakers want to provide an incentive to rehabilitate historic properties, this may be an opportune time to reevaluate whether the HRTC is
the most effective method for doing so. For a more in-depth discussion, see National Taxpayer Advocate 2010 Annual Report to Congress, vol. 2,
at 101-119 (Research Study: Evaluate the Administration of Tax Expenditures) and National Taxpayer Advocate 2009 Annual Report to Congress,
vol. 2, at 75-104 (Research Study: Running Social Programs Through the Tax System).

27 Shockley v. Comm’r, 686 F.3d 1228 (11th Cir. 2012), rev’g and remanding T.C. Memo. 2011-96.

Taxpayer Advocate Service — 2013 Annual Report to Congress — Volume One 329



Most Litigated

Issues

SNOD was invalid because it was sent to their personal residence and not the address of SCC. The Tax
Court dismissed the case on the basis of the Shockleys’ unopposed position that they lacked capacity to
pursue it on SCC’s behalf.

Next, the IRS assessed SCC's liability, issued notices of transferee liability to the Shockleys, and sought to
secure payment from them. The Shockleys petitioned the Tax Court, arguing that the notices of trans-

feree liability were not timely.?

The IRS generally has to issue a notice of transferee liability within one year after the end of the period of
limitations on assessment (POL).? The POL generally ends three years after a return is filed.** However,
the POL is suspended for the 90-day (or 150-day) period during which the taxpayer is permitted to file a
petition in the Tax Court, plus 60 days.*" This suspension is further extended if “a proceeding in respect
of the deficiency is placed on the docket of the Tax Court.”* Thus, the notice of transferee liability would
not have been timely unless the Shockleys earlier protective petition extended the POL with respect to

SCC.

The Tax Court held that the Shockleys’ petition did not extend the POL for SCC. It first concluded that
the notice the IRS sent to the Shockleys was a nullity as to SCC because the IRS did not send it to SCC’s
last known address. Next, it concluded that the Shockleys’ petition did not give rise to “a proceeding in
respect of the deficiency.” It reasoned that the petition was not filed on behalf of SCC, was not in respect
of a valid deficiency notice, and did not prohibit assessment against SCC. Thus, it held the notice of

transferee liability was not timely.*

The U.S. Court of Appeals for the Eleventh Circuit reversed the Tax Court. It did not disturb the Tax
Court’s holding that the SNOD the Shockleys received was invalid as to SCC. However, it concluded
that the Shockleys petition was “a proceeding in respect of the [SCC] deficiency” that extended the POL.
It relied primarily on the plain language of the statute and the Supreme Court’s admonition to construe

statutes of limitation strictly in favor of the government.*

This case is significant because it may suggest that anyone who files a petition with respect to an IRS
notice runs the risk of extending the POL for the taxpayer, even if the IRS knows the petitioner has no ac-

tual or apparent authority to represent the taxpayer and even if the notice at issue is not a valid SNOD.*

28

29
30
31
32
33
34
35
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The Shockleys’ position was consistent with the IRS’s published position. See Rev. Rul. 88-88, 1988-2 C.B. 354 (stating if an invalid SNOD

is issued, “the filing of a Tax Court petition with respect to [that notice] does not stop the running of the period of limitations under section
6503(a).”). The IRS is generally bound by its published positions. See Rauenhorst v. Comm’, 119 T.C. 157 (2002) (refusing to allow the IRS to
take a position contrary to its own guidance); IRM 35.7.2.1.8(8) (Aug. 11, 2004) (“Respondent may not argue against his published position”). It
is unclear if the parties were aware of the IRS’s published position, as we did not locate any citations to Rev. Rul. 88-88 in any of the pleadings
filed in the Tax Court.

IRC § 6901(c).
IRC § 6501(a).
IRC § 6213(a), 6503(a)(1). This 90-day (or 150-day) period commences on the date the IRS mails the SNOD to the taxpayer. IRC § 6213(a).
IRC § 6503(a)(1).

Shockley v. Comm’r, T.C. Memo. 2011-96.

Shockley, 686 F.3d at 1235-1238 (quotations omitted), rev’g T.C. Memo. 2011-96.

As of this writing, however, the case is still pending before the Tax Court on remand. For further commentary on this case, see Andy Roberson
and Kevin Spencer, 11th Circuit Allows Invalid Notice to Suspend Assessment Period, 2012 TNT 153-3 (July 24, 2012).
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In In re: Grand Jury Subpoena, the U.S. Court of Appeals for the Fifth Circuit held that
the Fifth Amendment privilege against self-incrimination does not apply to the disclosure
of foreign bank accounts on Form TD F 90-22.1, Report of Foreign Bank and Financial
Accounts (FBAR).3®

The target of a grand-jury investigation (the “witness”) refused to comply with a government subpoena
seeking records of foreign bank accounts that he was required to keep and report on Form TD F 90-22.1,
Report of Foreign Bank and Financial Accounts, pursuant to the Bank Secrecy Act (BSA). The witness cited
his Fifth Amendment privilege against self-incrimination. The government moved to compel produc-
tion of the records, arguing that the “Required Records Doctrine,” which is in effect an exception to the
privilege against self-incrimination, was applicable. The U.S. District Court for the Southern District of

Texas denied the motion, and the government appealed.

The U.S. Court of Appeals for the Fifth Circuit reversed, concluding that the Required Records Doctrine
applied. Under the doctrine, the government may require that certain records be kept and later produced
without implicating the privilege against self-incrimination. The doctrine “does not empower the govern-
ment to command every citizen to keep a diary of their crimes under the guise of regulation.”” Rather,

it permits the government to inspect records it requires an individual to keep as a condition of voluntarily
participating in a regulated activity.** The doctrine may apply when (1) the purposes of the inquiry are
“essentially regulatory ” rather than criminal, (2) the information is of a kind which the regulated party has
“customarily kept,” and (3) the records are assumed to have “public aspects” that render them analogous

to public documents.

The witness argued that because a primary purpose of the BSA is to fight crime, it fails the requirement to
be “essentially regulatory.” However, the court concluded that the BSA satisfies the requirement because
another purpose of the BSA is to support regulatory investigations, as evidenced by the fact that BSA

information is distributed to several civil and regulatory agencies.

The witness did not contest that bank account information is “customarily kept.” However, he argued
that because those subject to the BSA are not regulated and have not engaged in activities with the public
or in the public sphere, their banking records lack “public aspects.”® The court rejected this reasoning. It
observed that under the witness’s logic, Congress could only require those with foreign accounts to keep
and produce records of the accounts if it first placed additional substantive regulatory restrictions on them
to inject them with public aspects. Moreover, the court observed that records generally considered private
(e.g., medical records) can possess public aspects. It reiterated that the Treasury Department shares foreign
bank account information with a number of different agencies, imbuing it with “public aspects.” Thus, it
concluded the privilege against self-incrimination was not a defense to the subpoena because the Required

Records Doctrine was applicable.®

36
37
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40

In re: Grand Jury Subpoena, 696 F.3d 428 (5th Cir. 2012). Form TD F 90-22.1 was subsequently replaced by Form 114.
Id. at 433.

For example, the Supreme Court held that the government may require a wholesaler of fruit to keep and produce certain records to enable
enforcement of the Emergency Price Control Act, which was passed following World War Il to prevent inflation and price gouging. Shapiro v. United
States, 335 U.S. 1 (1948).

In re: Grand Jury Subpoena, 696 F.3d at 435.

The court also mentioned that affirming the district court would have created a circuit split. In re: Grand Jury Subpoena, 696 F.3d at 431 (citing In
re: Special February 2011-1 Grand Jury Subpoena Dated September 12, 2011, 691 F.3d 903 (7th Cir. 2012) and In re: Grand Jury Investigation M.H.
v. United States, 648 F.3d 1067 (9th Cir. 2011)).
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This case is significant because it suggest the Fifth Amendment privilege against self-incrimination does
not apply to a wide range of private information that the IRS may require taxpayers to keep in connection

with their tax returns.?!

In United States v. Quality Stores, Inc., the United States Court of Appeals for the Sixth
Circuit held that supplemental unemployment benefit (SUB) payments to involuntarily
terminated employees are not “wages” subject to Federal Insurance Contributions Act
(FICA) taxes.*?

Quality Stores made payments to employees who were involuntarily terminated in connection with its
bankruptcy and discontinuance of operations, as required by its supplemental unemployment benefit
(SUB) plans. It treated the payments as wages on Forms W-2, and withheld and paid employment taxes
on them. Quality Stores and some of its employees sought a refund of the FICA tax, arguing that the
payments were not wages, but rather SUB payments that were not taxable under FICA. The IRS denied
the claim because in its view only certain SUB payments — not those at issue — qualify for a narrow
exception to FICA described in a series of Revenue Rulings. ** The bankruptcy court agreed with Quality
Stores, as did the district court, and the United States Court of Appeals for the Sixth Circuit, concluding
that the SUB payments were not wages for purposes of either FICA or federal income tax (FIT).

Under the court’s analysis, Congress adopted a definition of “wages” for FIT purposes that is nearly iden-
tical to the definition of “wages” included in FICA. In its 1981 decision in Rowan, the Supreme Court
confirmed that the term “wages” has the same meaning in both statutes.* IRC § 3402 (o) states that for
FIT purposes a SUB payment is “treated as if it were a payment of wages,” and by implication, not actu-
ally wages.” Legislative history indicates that SUB payments “do not constitute wages.”*® According to
the court, Congress allowed SUB payments to be treated as wages under IRC § 3402(0) to facilitate FIT
withholding for taxpayers. Thus, the court held that SUB payments are not wages for either FIT or FICA

purposes.

The IRS agreed that under IRC § 3402(0), SUB payments are not wages for purposes of FIT. However,
it argued that they are wages for purposes of FICA. It reasoned that Congress legislatively superseded
Rowan when it enacted the “decoupling amendment” in 1983. It cited legislative history and cases indi-

cating that Congress intended the definition of wages to be more broadly construed under FICA.

According to the court, however, the text of the decoupling amendment simply authorized Treasury to
promulgate regulations (not administrative guidance) to provide for different exclusions from wages under

FICA than under the FIT withholding laws. But, the government has not issued any.

41
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46
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However, some have argued that a person can still assert privilege with respect to certain line items on the FBAR form. See Edward M. Robbins,
The Fifth Amendment FBAR Lives!, 2013 TNT 123-9 (June 26, 2013).

United States v. Quality Stores, Inc., 693 F.3d 605 (6th Cir. 2012), aff’g 424 B.R. 237 (W.D. Mich. 2010), aff’g 383 B.R. 67 (Bankr. W.D. Mich.
2008), cert. granted, 82 U.S.L.W. 3177 (2013) [hereinafter Quality Stores].

Quality Stores, 693 F.3d at 619. See, e.g., Rev. Rul. 56-249, 1956-1 C.B. 488 and Rev. Rul. 90-72, 1990-2 C.B. 211 (providing an exception for a
stream of payments coordinated with the receipt of unemployment compensation, but not for a lump-sum payment).

Quality Stores, 693 F.3d at 613 (citing Rowan Cos. v. United States, 452 U.S. 247 (1981)).

If the SUB payments were actually wages, then some employees might lose the very state unemployment benefits that the SUB payments were
intended to supplement. Id. at 617.

Quality Stores, 693 F.3d at 612 (quotations omitted).
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The court also distinguished a holding by the Federal Circuit in CSX that reached a different conclusion
as inconsistent with the Federal Circuit’s own precedent.” This case is significant because it creates a split
of authority, which the Supreme Court has agreed to review, regarding whether SUB payments are subject
to FICA, even if they do not meet the exception described in the IRS’s administrative guidance. It has

also prompted those who made or received SUB payments to file claims to recover FICA taxes.*

In Allcorn v. Commissioner, the U.S. Tax Court held the IRS has discretionary authority to
abate interest on an excessive refund even if the refund was caused, in part, by taxpayer
error.*°

Mr. Allcorn mistakenly reported $4,000 in estimated tax payments as withholding on line 62 (federal
income tax withheld) rather than on line 63 (estimated tax payments) of his 2008 Form 1040, U.S.
Individual Income Tax Return. He included a note with his return, which explained: “Additional $4,000
was sent with Form 1040-ES.” He correctly reported his total payments on Line 71.

The IRS double-counted Mr. Allcorn’s $4,000 payment and sent him a refund of $4,000 more than he re-
quested. When the IRS discovered its error, it demanded $4,514 — the $4,000 plus a $300 late payment
penalty and $214 in interest. The IRS abated the penalty, but declined to abate the interest.

Pursuant to IRC § 6602, when the IRS issues an erroneous refund, it must charge interest on the
amount. Section 6404(e)(2), however, requires the IRS to abate interest on any “erroneous refund under
section 6602,” provided the refund did not exceed $50,000 and the taxpayer (or a related party) had

not caused the refund. Mr. Allcorn believed he had not caused the $4,000 erroneous refund, and thus

petitioned the Tax Court with respect to the IRS’s determination not to abate the interest.

The IRS first argued that IRC § 6404(e)(2) did not apply because the payment was not an “erroneous
refund under section 6602.” IRC § 6602 only applies to refunds “recoverable by suit pursuant to section
7405.7° Thus, the IRS asserted that because it could recover the refund using summary assessment
procedures under IRC § 6201(a)(3) (i.e., the IRS authority to make “math error” adjustments), the
requirement to abate interest under IRC § 6404(e)(2) did not apply.”' The court rejected this argument,
reasoning that the IRS could have chosen to recover the erroneous refund by filing a civil suit under

IRC § 7405.%*

47

48

49
50

51
52

Id. at 615-16 (citing CSX Corp. v. United States, 518 F.3d 1328 (Fed. Cir. 2008) [hereinafter CSX], as a decision contrary to the court’s holding in
Anderson v. U.S., 929 F.2d 648 (Fed. Cir. 1991)). In CSX, the Federal Circuit concluded that “the text of section 3402(o) does not require that
FICA be interpreted to exclude from ‘wages’ all payments that would satisfy the definition of SUB in section 3402(0)(2)(A).” CSX, 518 F.3d at
1342.

In the government’s petition for a writ of certiorari, it indicated that the same issue is pending in 11 cases and more than 2,400 administrative
refund claims, with a total amount at stake of more than $1 billion. Quality Stores, petition for cert. filed, 2013 WL 2390247 (May 31, 2013) (No.
12-1408). On October 1, 2013, the United States Supreme Court granted this petition, see 82 U.S.L.W. 3177 (2013).

Allcorn v. Comm’r, 139 T.C. 53 (2012).

Sections 7405(a) and (b) authorize the government to file a civil action to recover certain erroneous refunds. An erroneous refund suit is not,
however, the sole means for the IRS to collect an erroneous refund. See, e.g., CCDM 34.6.2.7(2)(a) (June 12, 2012) (“Assessable erroneous
refunds may also be recovered by administrative action within the applicable period of limitation upon assessment and collection.”).

Allcorn, 139 T.C. at 59.
Id. at 59-60.
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Next, the IRS argued that IRC § 6404(e)(2) was inapplicable because Mr. Allcorn’s error contributed to
the erroneous refund. The court agreed that because of Mr. Allcorn’s error, the IRS was not required to

abate the interest.

However, the court went on to conclude that the IRS had discretionary authority to abate interest under
IRC § 6404(e)(2), despite Mr. Allcorn’s error. The court cited (1) cases applying IRC § 6404(¢)(2) in
situations where the taxpayer was somewhat at fault, (2) the legislative history of IRC § 6404(e)(2), which
suggests Congress intended to increase the IRS’s authority to abate interest, and (3) an Internal Revenue
Manual provision that suggests the IRS has discretionary authority under IRC § 6404(e)(2) to abate inter-

est on erroneous refunds in excess of the $50,000 amount provided by law.*

This case is significant because it clarifies the IRS’s discretionary authority to abate interest on erroneous
refunds under IRC § 6404(e)(2), even if taxpayer error contributes to the refund, the refund exceeds

$50,000, and the IRS can recover it using summary assessment procedures (i.e., math error authority).

In Loving v. Internal Revenue Service, the District Court for the District of Columbia held
the IRS lacked authority to issue regulations governing the conduct of registered tax
return preparers, and enjoined the IRS from enforcing them.®*

In June 2011, the Treasury Department issued regulations governing “registered tax return preparers,” a
previously unregulated group of 600,000 to 700,000 paid preparers.”® In order to protect the consum-
ers and the public fisc, the regulations require each preparer to obtain a valid preparer tax identification
number (PTIN), pass a background check and an exam, pay an annual fee, and take fifteen hours of
continuing education courses each year. Sabina Loving and two other preparers who had not previously
been regulated by the IRS filed suit, claiming the regulations were not authorized by law and would cause

them to increase prices or go out of business.

The IRS first argued that it did not need statutory authority to regulate preparers because each agency
has inherent authority to regulate those who practice before it. However, the court concluded that this
general authority does not apply because a specific statutory provision (z.e., 31 U.S.C. § 330) defines the

agency’s authority.

Under the framework set forth in Chevron, agency regulations are entitled to deference unless they (1)

contradict an unambiguous statute, or (2) adopt an unreasonable construction of it.”® In this case, 31

U.S.C. § 330 authorizes Treasury to “regulate the practice of representatives,” and to “require that the
y g p p q

representative demonstrate. ..competency to advise and assist persons in presenting their cases,” before

53
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Id. at 63-66 (citing Converse v. United States, 839 F. Supp. 1274 (N.D. Ohio 1993); Lindstedt v. United States, 78 A.FT.R.2d (RIA) 6211 (Fed. CI.
1996); H.R. Rept. No. 99-426, at 844 (1985); and IRM 20.2.7.5(2) (Mar. 9, 2010)).

Loving v. Comm’r, 920 F. Supp. 2d 108 (D.D.C. 2013).

See T.D. 9527 (June 3, 2011), 76 Fed. Reg. § 32,286, 32,299. These persons are sometimes referred to as “unenrolled” preparers. See Treas.
Reg. § 601.502(b)(5)(iii); Rev. Proc. 81-38, 1981-2 C.B. 592. Attorneys, certified public accountants, enrolled agents and enrolled actuaries were
already subject to IRS regulation under Circular 230. The National Taxpayer Advocate has long championed the regulation of return preparers as
necessary to protect consumers. See National Taxpayer Advocate 2008 Annual Report to Congress 423 (Legislative Recommendation: The Time
Has Come to Regulate Federal Tax Return Preparers); National Taxpayer Advocate 2004 Annual Report to Congress 67 (Most Serious Problem:
Oversight of Unenrolled Return Preparers); National Taxpayer Advocate 2003 Annual Report to Congress 270 (Legislative Recommendation: Federal
Tax Return Preparers Oversight and Compliance); National Taxpayer Advocate 2002 Annual Report to Congress 216 (Legislative Recommendation:
Regulation of Federal Tax Return Preparers); Nina E. Olson, More Than a ‘Mere’ Preparer: Loving and Return Preparation, 2013 TNT 92-31 (May 13,
2013).

Chevron U.S.A., Inc. v. Natural Res. Def. Council, Inc., 467 U.S. 837 (1984).
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admitting a “representative to practice.”” In addition, 31 U.S.C. § 330(b) authorizes Treasury to suspend
or disbar “a representative” from “practice” before the Treasury Department in certain circumstances, and

also to impose a monetary penalty.

The IRS argued that the terms “practice” and “representative” are ambiguous and that it reasonably
interpreted them as covering tax return preparers. Thus, the court should uphold the regulations under

the second prong of Chevron.

The court disagreed, finding that the D.C. Circuit had previously “rejected the argument that a statute
is ambiguous when it fails to define a broad term.”* It concluded that the statute unambiguously fails
to authorize the government to regulate tax return preparers — failing under the first prong of Chevron.
According to the court, 31 U.S.C. § 330(a)(2)(D) equates “practice” with advising and assisting with the
presentation of a “case,” not the filing of a tax return.” Thus, the statutory definition of practice “makes
sense only in connection with those who assist taxpayers in the examination and appeals stages of the
process.”®

Next, the court reasoned that because Congress has enacted at least ten penalties targeting specific
misconduct by tax return preparers with specific sanctions, 31 U.S.C § 330(b) should not be interpreted
to provide the IRS with overlapping discretion to penalize preparers for the same conduct.’ It went on
to observe that IRC § 6103(k) specifically authorizes the IRS to disclose information about violations
triggering these specific penalties to state and local agencies that license, register or regulate preparers, but
does not authorize the IRS to disclose violations of 31 U.S.C. § 330. One explanation for this omission,
according to the court, is that 31 U.S.C. § 330 does not apply to preparers.®

Finally, the court observed that if the IRS’s arguments were accepted, then the IRS could disbar a preparer
pursuant to its authority under 31 U.S.C. § 330 for the same conduct that would enable it to seck an
injunction against the preparer under IRC § 7407. Thus, an injunction would rarely be necessary.
According to the court, this weighed against interpreting 31 U.S.C. § 330 as granting the IRS authority
to regulate return preparers. Accordingly, the court granted Loving’s motion for summary judgment,
holding that the IRS lacked statutory authority to issue and enforce the regulations governing “registered

tax return preparers,” and enjoined the IRS from enforcing them.

57
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31 U.S.C. § 330(a)(1), (a)(2)(D).
Loving, 917 F. Supp. 2d 67, 74 (D.D.C. 2013) (citing Goldstein v. SEC, 451 F.3d 873, 878 (D.C. Cir. 2008)).

The court stated that because the law was enacted before the federal income tax, Congress could not have contemplated that it would autho-
rize the regulation of income tax return preparers. For an alternative analysis and different conclusion, see Nina E. Olson, More Than a ‘Mere’
Preparer: Loving and Return Preparation, 2013 TNT 92-31 (May 13, 2013). See also Lawrence B. Gibbs, Loving v. IRS: Treasury’s Authority to
Regulate Tax Return Preparers, 2013 TNT 203-50 (Oct. 21, 2013).

Loving, 917 F. Supp. 2d at 74. Unenrolled tax return preparers are generally authorized to represent a taxpayer before the IRS during the exami-
nation of a return that they prepared, but not before IRS appeals or collection functions. See 26 C.F.R. § 601.502(b)(5)(iii).

The court did not comment on the fact that the IRS did not have authority to impose a monetary penalty until 2004. See American Jobs Creation
Act of 2004, Pub. L. No. 108-357, Title VIII, § 822(a)(1), (b), 118 Stat. 1418, 1586-587.

Another explanation is that IRC § 6103 does not prevent the disclosure of sanctions under Title 31. Indeed, the IRS Office of Professional
Responsibility (OPR) posts on its website sanctions imposed under Title 31, including censure, suspension or disbarment from practice before the
IRS, as well as all final agency decisions following an appeal. See, e.g., OPR, Announcement of Disciplinary Sanctions, http://www.irs.gov/Tax-
Professionals/Enrolled-Agents/Announcements-of-Disciplinary-Sanctions. Thus, state and local agencies could simply check the OPR website on a
regular basis.
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The government filed a motion to suspend the injunction pending appeal. The court denied the motion
but then modified the terms of the injunction.”® On February 25, 2013, the government filed a motion
for a stay pending appeal. On March 27, 2013, the U.S. District Court for the District of Columbia
denied the motion for stay.** The government has appealed the district court’s decision to the U.S. Court
of Appeals for the District of Columbia Circuit. This case is significant because it will affect hundreds of

thousands of tax return preparers and the taxpayers they serve.

In Dorrance v. United States, the United States District Court in Arizona held that a
taxpayer must allocate basis between the life insurance policy and stock received when a
mutual insurance carrier demutualizes.®®

In 1995, a trust purchased policies from various mutual life insurance companies. As a policyholder it
had certain ownership rights (mutual rights) normally held by stockholders, such as the right to vote and
the right to receive the mutual company’s “surplus” should it liquidate. Between 1998 and 2001, each of
the insurance companies demutualized, distributing shares of stock (or cash in lieu of stock) to compen-
sate for the loss of the mutual rights. The trust received stock valued at about $1.8 million, and in 2003,
sold it for about $2.2 million. It reported the entire $2.2 million as gain, paid the resulting tax, and then
filed for a refund, claiming that its basis should be allocated to the stock to offset the gain. The IRS did
not pay the claim, and the trust filed suit.

The IRS argued that the trust did not meet its burden to prove it had paid for the mutual rights or that
the stock had any basis at all. Accordingly, it should not be entitled to recover any basis in connection
with the stock sale. The court rejected this argument because it concluded the trust had paid something
for the mutual rights (and thus the stock) when it paid premiums for policies that included both the
policy rights and mutual rights. It reasoned that if it is clear that a taxpayer is entitled to some deduction,

but cannot establish the full amount claimed, it is improper to deny the deduction in its entirety.®®

The trust argued it should recover its basis pursuant to the “open transaction” doctrine because it was
impractical or impossible to allocate the basis in the mutual life insurance policy between the property it
received in the demutualization transaction (i.e., the stock and non-mutual policy).®” If applicable, the
doctrine would allow the trust to use its full basis in the policy to offset any gain on the stock sale before

allocating any remaining basis to the non-mutual policy.

The court rejected this argument. While acknowledging that the Court of Federal Claims had concluded
in the Fisher case that the open transaction doctrine applied to a demutualization transaction, it observed
that neither of the parties in Fisher analyzed how much the taxpayer paid for the mutual rights — with
the IRS arguing they paid nothing and the taxpayer arguing the amount could not be determined.®

63  See Loving, 920 F. Supp. 2d 108 (D.D.C. 2013) (modifying the injunction to make clear that the IRS is not required to suspend the PTIN program
and not required to shut down all of its testing and continuing-education centers).

64  See Government Files Brief in D.C. Circuit Court in Return Preparer Oversight Case, 2013 TNT 62-20 (Apr. 3, 2013).
65 Dorrance v. United States, 877 F. Supp. 2d 827 (D. Ariz. 2012).

66 Id. at 831 (citing Cohan v. Comm’r, 39 F.2d 540, 543 (2d Cir.1930)).

67 See, e.g., Burnet v. Logan, 283 U.S. 404 (1931); Pierce v. United States, 49 F. Supp. 324 (Ct. Cl. 1943).

68 Fisher v. United States, 82 Fed. Cl. 780 (2008), aff'd without opinion, 333 F. App’x 572 (Fed. Cir. 2009) [hereinafter Fisher]. For prior coverage
of Fisher, see National Taxpayer Advocate 2008 Annual Report to Congress 468-469 (speculating: “We wonder if the [Fisher] court would have
reached a different conclusion if the IRS’s expert had valued the ownership components of the policy at an amount greater than zero.”).
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The court was also concerned that open transaction treatment would produce a windfall. In effect, all of
the basis would be allocated to the stock — the asset that would be sold — while the asset that does not

require basis — the policy — would have its basis reduced.”’

Moreover, unlike the taxpayer in Fisher who had received cash at the time of the demutualization, the
taxpayer in this case received stock that had appreciated before being sold. Thus, even gains on the stock
following the demutualization could be offset by basis increases — increases resulting from post-demutu-

alization payments on the policy — if it applied the open transaction doctrine.

Finally, the court reasoned that because the value of both the mutual rights and the policy itself could be
determined at the time of the demutualization, there was no concern that the taxpayer might pay tax on
a transaction that might later show a loss. Thus, it concluded that the parties must equitably apportion

basis between the stock and the policy pursuant to Treasury Regulation § 1.61-6(a).

The district court later amended its opinion, holding the trust’s basis was about $1 million, which
represented the value of shares received to compensate for relinquishing voting rights and for past (but not

future) contributions to surplus, as determined by the companies.”

This case is significant because it highlights how the tax treatment of stock or cash received in a demu-
tualization transaction remains unsettled.”’ It suggests that taxpayers who receive stock (or cash) from
mutual insurance companies in demutualization transactions must report taxable gains by allocating basis
between the policy and the mutual rights (i.ce., stock or cash), rather than deferring gains under the open

transaction doctrine.

In United States v. McBride, the United States District Court in Utah held that a taxpayer’s
failure to file Form TD F 90-22.1, Report of Foreign Bank and Financial Accounts, was
willful because the government showed by a preponderance of the evidence that the
taxpayer either knew or, deliberately or with reckless disregard, avoided learning of his
filing requirement.™

Mr. McBride, a partner in a U.S. business, hired a financial management firm to move business profits
offshore to avoid U.S. income tax. The firm’s promotional materials informed Mr. McBride about the
FBAR reporting requirements. When presented with the tax avoidance plan, Mr. McBride’s first reaction
was that “this is tax evasion.” Yet, he did not obtain a second opinion or disclose his interest in the off-
shore accounts to his accountant or tax return preparer. He checked the box on Schedule B of his federal
income tax returns “no” to indicate that he had no interests in foreign accounts exceeding the reporting
threshold. The IRS imposed a civil penalty against Mr. McBride for willfully failing to file an FBAR, and

ultimately sued in district court to collect the penalty.

69
70
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72

Dorrance, 877 F. Supp. 2d at 834 (quoting commentators).
Dorrance, 111 A.FET.R.2d (RIA) 1280 (D. Ariz. 2013).

See, e.g., Mark Persellin and Kent Royalty, The Demutualized Stock Basis Conundrum: Update And Planning Implications, Corporate Taxation, 39
WGL-CTAX 17 (Nov./Dec. 2012). Although the IRS has not issued an Action on Decision, it disagrees with Fisher and had been holding claims for
refund pending a decision in Dorrance. See Cadrecha v. United States, 104 Fed. Cl. 296 (2012); Letter from IRS Associate Chief Counsel (Income
Tax & Accounting) to Senator Harkin (May 23, 2011), reprinted as, IRS Will Not Refund Tax Paid on Sale of Life Insurance Company Stock, 2011
TNT 180-28 (Sept. 16, 2011); IMRS 11-0001391 (2011), http://www.irs.gov/Businesses/Small-Businesses-&-Self-Employed/Issues-Closed-in-
Calendar-Year-2011-Sorted-by-Subject. It is now denying them. See Reuben v. United States, 111 A.F.T.R.2d (RIA) 620 (D. Cal. 2013).

United States v. McBride, 908 F. Supp. 2d 1186 (D. Utah 2012).
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The court first decided that the U.S. has the burden to prove Mr. McBride’s violation was willful by only
a “preponderance of evidence,” rather than by the higher “clear and convincing evidence” standard that
applies to fraud.”? The court also stated that the IRS could establish willfulness on the basis of reckless
conduct, such as making a conscious effort to avoid learning about the FBAR reporting requirements —

requirements explained on the face of a tax return (z.c., willful blindness).

In this case, however, the IRS met is burden by showing that Mr. McBride had actual knowledge of the
FBAR filing requirements because his financial management firm had informed him about them. Mr.
McBride testified that the purpose of the scheme was to avoid disclosure and reporting the existence of the
foreign interests, because “if you disclose the accounts on the form, then you pay tax on them,””* which
went against the purpose of the scheme. The court also found that he deliberately withheld information
about the accounts from his preparer and accountant. It reasoned that Mr. McBride either knew he was
violating the FBAR reporting requirements or intentionally avoided learning whether he was violating the

FBAR reporting requirements. Thus, the court held that Mr. McBride’s violation was willful.

This case is significant because it confirms that the government has the burden to prove its case by a
preponderance of the evidence when it seeks to impose the penalty applicable to willful FBAR violations.
It may also suggest that the government can meet its burden if it can show that the taxpayer intentionally
avoided learning about whether his or her actions violated the FBAR reporting requirements. Because
the government established Mr. McBride actually knew about the FBAR reporting requirements and
deliberately concealed the offshore accounts from his accountant and preparer, however, this conclusion
might be characterized as dicta. Notably, this case does not stand for the proposition that if the govern-
ment establishes a taxpayer signed a return, which failed to report the existence of an interest in a foreign

account on Schedule B, then it has automatically met its burden to prove willfulness.”
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74
75
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IRC § 7454(a); Tax Court Rule 142(b) (“In any case involving the issue of fraud with intent to evade tax, the burden of proof in respect of that
issue is on the respondent, and that burden of proof is to be carried by clear and convincing evidence. See Code sec. 7454(a).”).

McBride, 908 F. Supp. 2d at 1199.

Analysis in other cases may support that conclusion, however. See, e.g., United States v. Sturman, 951 F.2d 1466, 1477 (6th Cir. 1991) (“It is rea-
sonable to assume that a person who has foreign bank accounts would read the information specified by the government in tax forms. Evidence
of acts to conceal income and financial information, combined with the defendant’s failure to pursue knowledge of further reporting requirements
as suggested on Schedule B, provide a sufficient basis to establish willfulness on the part of the defendant.”). But see IRM 4.26.16.4.5.3(6)
(July 1, 2008) (“The mere fact that a person checked the wrong box, or no box, on a Schedule B is not sufficient, by itself, to establish that the
FBAR violation was attributable to willful blindness.”).
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MLI Accuracy-Related Penalty Under IRC §§ 6662(b)(1) and (2)
#1

SUMMARY
Internal Revenue Code (IRC) §$ 6662(b)(1) and (2) authorize the IRS to impose a penalty if a taxpayer’s

negligence or disregard of rules or regulations caused an underpayment of tax, or if an underpayment
exceeded a computational threshold called a substantial understatement, respectively. IRC § 6662(b) also
authorizes the IRS to impose five other accuracy-related penalties.! We did not analyze these other accu-
racy-related penalties because during our review period of June 1, 2012, through May 31, 2013, taxpayers

litigated these penalties less frequently than the negligence and substantial understatement penalties.?

PRESENT LAW

The amount of an accuracy-related penalty equals 20 percent of the portion of the underpayment
attributable to the taxpayer’s negligence or disregard of rules or regulations or to a substantial understate-
ment.> The IRS may assess penalties under both IRC § 6662(b)(1) and IRC § 6662(b)(2), but the total
penalty rate cannot exceed 20 percent (.e., the penalties are not “stackable”).* Generally, taxpayers are not
subject to the accuracy-related penalty if they establish that they had reasonable cause for the underpay-
ment and acted in good faith.” In addition, a taxpayer will be subject to the negligence component of the
penalty only on the portion of the underpayment attributable to negligence. If a taxpayer wrongly reports
multiple items of income, for example, some errors may be justifiable mistakes while others might be the

result of negligence; the penalty applies only to the latter.

Negligence
The IRS may impose the IRC § 6662(b)(1) negligence penalty if it concludes that a taxpayer’s negligence

or disregard of the rules or regulations caused the underpayment. Negligence is defined to include “any
failure to make a reasonable attempt to comply with the provisions of this title, and the term ‘disregard’
includes any careless, reckless, or intentional disregard.”® Negligence includes a failure to keep adequate
books and records or to substantiate items that gave rise to the underpayment.” Strong indicators of neg-

ligence include instances where a taxpayer failed to report income on a tax return that a payor reported on

1 IRC § 6662(b)(3) authorizes a penalty for any substantial valuation misstatement for income taxes; IRC § 6662(b)(4) authorizes a penalty for any
substantial overstatement of pension liabilities; IRC § 6662(b)(5) authorizes a penalty for any substantial valuation understatement of estate or
gift taxes; IRC § 6662(b)(6) authorizes a penalty when the IRS disallows the tax benefits claimed by the taxpayer when the transaction lacks eco-
nomic substance; and IRC § 6662(b)(7) authorizes a penalty for any undisclosed foreign financial asset understatement.

2 Note, however, that there has been some recent significant litigation involving IRC § 6662(h) (the 40 percent penalty in the case of a gross valu-
ation misstatement). See, e.g., United States v. Woods, 471 F. App’x 320 (5th Cir. 2012), aff’g per curiam 794 F. Supp. 2d 714 (W.D. Tex. 2011),

cert. granted, 133 S. Ct. 1632 (Mar. 25, 2013); Nevada Partners Fund L.L.C. v United States, 111 A.FT.R.2d (RIA) 2416 (5th Cir. 2013), aff'g 714
F. Supp. 2d 598 (S.D. Miss. 2010).

IRC § 6662(b)(1) (negligence/disregard of rules or regulations) and IRC § 6662(b)(2) (substantial understatement).

Treas. Reg. § 1.6662-2(c). The penalty rises to 40 percent if any portion of the underpayment is due to a “gross valuation misstatement.” See
IRC § 6662(h)(1).

IRC § 6664(c)(1).
IRC § 6662(c).
Treas. Reg. § 1.6662-3(b)(1).
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an information return as defined in IRC § 6724(d)(1),? or failed to make a reasonable attempt to ascertain
the correctness of a deduction, credit, or exclusion.” The IRS can also consider various other factors in

determining whether the taxpayer’s actions were negligent.'

Substantial Understatement

Generally, an “understatement” is the difference between (1) the correct amount of tax and (2) the tax
reported on the return, reduced by any rebate."! Understatements are reduced by the portion attributable
to (1) an item for which the taxpayer had substantial authority, or (2) any item for which the taxpayer, in
the return or an attached statement, adequately disclosed the relevant facts affecting the item’s tax treat-
ment and the taxpayer had a reasonable basis for the tax treatment.”? For individuals, the understatement
of tax is substantial if it exceeds the greater of $5,000 or ten percent of the tax that must be shown on the
return."”® For corporations (other than S corporations or personal holding companies), an understatement
is substantial if it exceeds the lesser of ten percent of the tax required to be shown on the return (or, if
greater, $10,000), or $10,000,000."

For example, if the correct amount of tax is $10,000 and an individual taxpayer reported $6,000, the
substantial underpayment penalty under IRC § 6662(b)(2) would not apply because although the $4,000
shortfall is more than ten percent of the correct tax, it is less than the fixed $5,000 threshold. Conversely,
if the same individual reported a tax of $4,000, the substantial understatement penalty would apply
because the $6,000 shortfall is more than $5,000, which is the greater of the two thresholds.

Reasonable Cause

The accuracy-related penalty does not apply to any portion of an underpayment where the taxpayer acted

with reasonable cause and in good faith.”® A reasonable cause determination takes into account all of

16

the pertinent facts and circumstances.'® Generally, the most important factor is the extent to which the

taxpayer made an effort to determine the proper tax liability."”

10

11
12
13
14
15
16
17
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IRC § 6724(d)(1) defines an information return by cross-referencing various other sections of the Code that require information returns (e.g., IRC §
6724(d)(1)(A)(ii) cross-references IRC § 6042(a)(1) for reporting of dividend payments).

Treas. Reg. § 1.6662-3(b)(1)(i)ii).

These factors include the taxpayer’s history of noncompliance; the taxpayer’s failure to maintain adequate books and records; actions taken by
the taxpayer to ensure the tax was correct; and whether the taxpayer had an adequate explanation for underreported income. Internal Revenue

Manual (IRM) 4.10.6.2.1, Negligence (May 14, 1999).

No reduction is permitted, however, for any item attributable to a tax shelter. See IRC § 6662(d)(2)(C)(i)-

)-
Treas. Reg. § 1.6664-4(b)(1).
Id.
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Penalty Assessment and the Litigation Process

In general, the IRS proposes the accuracy-related penalty as part of its examination process'® and through
its Automated Underreporter (AUR) computer system.”” Before a taxpayer receives a notice of deficiency,
he or she has opportunities to engage the IRS on the merits of the penalty.® Once the IRS concludes

an accuracy-related penalty is warranted, it must follow deficiency procedures (7.e., IRC § 6211-6213).*
Thus, the IRS must send a notice of deficiency with the proposed adjustments and inform the tax-

payer that he or she has 90 days to petition the United States Tax Court to challenge the assessment.*?
Alternatively, taxpayers may seek judicial review through refund litigation.? Under certain circumstances,
a taxpayer can request an administrative review of IRS collection procedures (and the underlying liability)
through a Collection Due Process (CDP) hearing.**

Burden of Proof
In court proceedings, the IRS bears the initial burden of production regarding the accuracy-related penal-
ty.”> The IRS must first present sufficient evidence to establish that the penalty is warranted. The burden

of proof then shifts to the taxpayer to establish any exception to the penalty, such as reasonable cause.?

ANALYSIS OF LITIGATED CASES
We identified 178 opinions issued between June 1, 2012 and May 31, 2013 where taxpayers litigated the

negligence/disregard of rules or regulations or substantial understatement components of the accuracy-

related penalty. The IRS prevailed in full in 139 cases (78 percent), the taxpayers prevailed in full in 28

18 IRM 4.10.6.2(1), Recognizing Noncompliance (May 14, 1999) (“assessment of penalties should be considered throughout the audit”). See also
IRM 20.1.5.3(1)-(2), Examination Penalty Assertion (Jan. 24, 2012).

19 The AUR is an automated program that identifies discrepancies between the amounts that taxpayers reported on their returns and what payors
reported via Form W-2, Form 1099, and other information returns. See IRM 4.19.2, Liability Determination, IMF Automated Underreporter (AUR)
Control (Aug. 16, 2013). IRC § 6751(b)(1) provides the general rule that IRS employees must have written supervisory approval before assessing
any penalty. However, IRC § 6751(b)(2)(B) allows an exception for situations where the IRS can calculate a penalty automatically “through elec-
tronic means.” The IRS interprets this exception as allowing it to use its AUR system to propose the substantial understatement and negligence
components of the accuracy-related penalty without human review. If a taxpayer responds to an AUR-proposed assessment, the IRS first involves
its employees at that point to determine whether the penalty is appropriate. If the taxpayer does not respond timely to the notice, the computers
automatically convert the proposed penalty to an assessment. See National Taxpayer Advocate 2007 Annual Report to Congress 259 (“Although
automation has allowed the IRS to more efficiently identify and determine when such underreporting occurs, the IRS’s over-reliance on automated
systems rather than personal contact has led to insufficient levels of customer service for taxpayers subject to AUR. It has also resulted in audit
reconsideration and tax abatement rates that are significantly higher than those of all other IRS examination programs.”).

20 For example, when the IRS proposes to adjust a taxpayer’s liability, including additions to tax such as the accuracy-related penalty, it typically
sends a notice (“30-day letter”) of proposed adjustments to the taxpayer. A taxpayer has 30 days to contest the proposed adjustments to the IRS
Office of Appeals, during which time he or she may raise issues related to the deficiency, including any reasonable cause defense to a proposed
penalty. If the issue is not resolved after the 30-day letter, the IRS sends a statutory notice of deficiency (“90-day letter”) to the taxpayer. See
IRS Pub. 5, Your Appeal Rights and How to Prepare a Protest If You Don’t Agree (Jan. 1999); IRS Pub. 3498, The Examination Process (Nov. 2004).

21 IRC § 6665(a)(1).

22 IRC § 6213(a). A taxpayer has 150 days instead of 90 to petition the Tax Court if the notice of deficiency is addressed to the taxpayer outside
the United States.

23 Taxpayers may litigate an accuracy-related penalty by paying the tax liability (including the penalty) in full, filing a timely claim for refund, and then
timely instituting a refund suit in the appropriate United States District Court of the Court of Federal Claims. 28 U.S.C. § 1346(a)(1); IRC §§
7422(a), 6532(a)(1); Flora v. United States, 362 U.S. 145 (1960) (requiring full payment of tax liabilities as a prerequisite for jurisdiction over
refund litigation).

24 |RC §§ 6320 and 6330 provide for due process hearings in which a taxpayer may raise a variety of issues including the underlying liability, provid-
ed the taxpayer did not receive a statutory notice of deficiency or did not otherwise have an opportunity to dispute such liability. IRC §§ 6320(c),
6330(c)(2).

25 IRC § 7491(c) provides that “the Secretary shall have the burden of production in any court proceeding with respect to the liability of any indi-
vidual for any penalty, addition to tax, or additional amount imposed by this title.”

26 IRC § 7491(a). See also Tax Court Rule 142(a).
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cases (16 percent) and 11 cases (six percent) resulted in split decisions. Table 1 in Appendix III provides a

detailed list of these cases.

Taxpayers appeared pro se (without representation) in 100 of the 178 cases (56 percent) and convinced
the court to dismiss or reduce the penalty in 20 (20 percent) of those cases. Represented taxpayers fared

slightly better, achieving full or partial relief from the penalty in 19 of their 78 cases (24 percent).

In some cases, the court found taxpayers liable for the accuracy-related penalty but failed to clarify
whether it was for negligence under § 6662(b)(1), or a substantial understatement of tax under § 6662(b)
(2), or both.” Regardless of the subsection at issue, the analysis of reasonable cause is the same. As such,
we have combined our analyses of reasonable cause for the negligence and substantial understatement

cases.

Adequacy of Records and Substantiation of Deductions to Show Reasonable Cause and as
Proof of Taxpayer’s Good Faith

Taxpayers are required to maintain records sufficient to establish the amount of gross income, deduc-
tions, and credits claimed on a return.”® Taxpayers were most successful in establishing a defense for an
asserted underpayment when they produced adequate records or proved they made a reasonable attempt
to comply with the requirements of law. For example, in Bauer v. Commissioner,” the taxpayer engaged
in a household goods transport business and sought to deduct contract labor expenses. Although a
deduction is allowed for ordinary and necessary expenses paid or incurred by a taxpayer in carrying on a
trade or business,* the IRS disallowed the contract labor expenses for failure to substantiate the deduc-
tion. In Bauer, the taxpayer kept a logbook of contract labor expenses that the court deemed inadequate
to substantiate the deduction taken on Schedule C.*' Pursuant to the Cohan rule,* however, the court
was able to estimate the amount of deductible expense. The court did not uphold the accuracy-related
penalty asserted against the taxpayer because his logbook demonstrated that he made a good faith effort
to maintain a record of his contract labor expenses even though his attempt at recordkeeping fell short for

substantiation purposes.*

While the Tax Court has been sympathetic to honest misunderstandings of a complex tax code,* it will

still impose an accuracy-related penalty on taxpayers not demonstrating a good faith effort to comply with

27

28
29
30
31
32

33
34
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See, e.g., Snow v. Comm’r, T.C. Memo. 2013-114 (IRS proposed accuracy-related penalties against the taxpayer for both § 6662(b)(1) and (b)(2),
but the Tax Court ultimately held him liable for “the accuracy-related penalty under section 6662(a),” without identifying which subsection applied).
Compare with Holmes v. Comm’r, T.C. Memo. 2012-251 (IRS proposed accuracy-related penalties under both § 6662(b)(1) and (b)(2); however,
once the IRS established that the taxpayer had substantially understated his income under § 6662(b)(2), the court declined to consider the negli-
gence claim).

IRC § 6001; Treas. Reg. § 1.6001-1(a).
T.C. Memo. 2012-156.

IRC § 162(a).

Bauer, T.C. Memo. 2012-156.

See Cohan v. Comm’r, 39 F.2d 540, 544 (2d Cir. 1930) (holding that if a taxpayer establishes that he or she paid a deductible business expense
but cannot substantiate the precise amount, the court may estimate the amount of the deductible expense, “bearing heavily if it chooses upon
the taxpayer whose inexactitude is of his own making”).

Bauer, T.C. Memo. 2012-156.

See, e.g., Armstrong v. Comm’r, 139 T.C. No. 18 (2012) (declining to impose an accuracy-related penalty on a taxpayer who improperly claimed a
dependency exemption but was not sufficiently experienced in tax accounting and law to be found negligent); Chien v. Comm’, T.C. Memo. 2012-
277 (relieving from the accuracy-related penalty a taxpayer who failed to understand that she was liable for self-employment tax because of her
inexperience and honest misunderstanding, after consulting instructions for Form 1040, of her employment status).
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the law. For example, in Striefel v. Commissioner, the taxpayer destroyed records because he was told

he would die soon. Although the court acknowledges the taxpayer was understandably upset, it found
the taxpayer’s actions negligent and not justifiable pursuant to IRC § 6001, which requires the main-
tenance of tax records.”® In Fitch v. Commissioner,” the taxpayers sought to deduct a net operating loss
carried over from prior years pursuant to IRC § 172(a). The IRS disallowed the deduction for failure to
substantiate, and the taxpayers were responsible for an accuracy-related penalty. Although the husband,
who worked as a certified public accountant (CPA), suffered a brain aneurysm during the tax year, the de-
terioration of his health did not suffice to support a finding that the married couple acted with reasonable
cause sufficient to avoid the accuracy-related penalty.?® While the court sympathized with the taxpayer’s
health circumstances, it relied on Mr. Fitch’s continued practice as a CPA to show that the illness alone

did not support a reasonable cause or good faith defense sufficient to avoid the penalty.®

While expectations for compliance with the tax code are high, taxpayers avoided an accuracy-related
penalty by adequately substantiating deductions to show reasonable cause and proof of good faith in
connection with an unresolved legal issue. For example, in Patel v. Commissioner,”* the taxpayers claimed
a charitable contribution when they donated their house to the local fire department to conduct live fire
training exercises on the property. The state of the law regarding the type of ownership interest in the
house that the taxpayers transferred to the fire department was unsettled. The Tax Court denied the
deduction but declined to impose the accuracy-related penalty. The IRS disagrees with the Tax Court’s
conclusion that the uncertain state of the law is a factor that supports a finding of reasonable cause when
the taxpayers failed to obtain competent professional advice or do their own investigation of the state of

the law.*!

In Olive v. Commissioner,” the taxpayer was found negligent for failure to keep adequate books and
records, and he substantially understated income in connection with his medical marijuana dispensary.
The taxpayer deducted costs of goods sold and other business expenditures, some of which were properly
substantiated while others were not. Accuracy-related penalties were imposed on the portion of the un-
derstatement that arose from unsubstantiated deductions, but not on the portion of the understatement
stemming from properly substantiated deductions. Because the correct treatment of expenditures for the
sale of marijuana was not resolved at the time the taxpayer filed the returns, the court focused the penalty
application on whether the expenses had been properly substantiated as a sign of a good faith effort to

comply with the tax code.”

35
36
37
38
39

40
41
42
43

T.C. Memo. 2013-102.
See supra, note 28.
T.C. Memo. 2012-358.
Id.

Id. See also Perry v. Comm’r, T.C. Memo. 2012-237 (holding an accuracy-related penalty was appropriate where the taxpayer was a certified public
accountant (CPA) and former IRS revenue agent and failed to substantiate deductions for travel expenses and depreciation on his home).

138 T.C. 395 (2012).

See Patel, 138 T.C. at 395, action on dec., 2013-7 (Feb. 11, 2013).
139 T.C. 19 (2012).

139 T.C. 19 (2012).

Taxpayer Advocate Service — 2013 Annual Report to Congress — Volume One 343



Most Litigated

Issues

Negligence by Creation of Artificial Capital Loss

We also reviewed several cases in which the taxpayer contested an accuracy-related penalty after creat-
ing an artificial capital loss by implementing a scheme called CARDS (Custom Adjustable Rate Debt
Structure). In Kerman v. Commissioner, the taxpayer was held liable for an accuracy-related penalty for
a substantial understatement in tax resulting from the implementation of a CARDS scheme to generate
tax losses to offset the capital gain realized from the sale of securities. A CARDS strategy begins with

a foreign borrower taking a loan from a foreign bank in foreign currency. The taxpayer for whom the
strategy is designed would then receive some of the funds from the company, agreeing to be jointly liable
for the full amount of the loan. The taxpayer would then exchange the foreign currency for United States
dollars. As the exchange of foreign currency is a taxable event, the taxpayer claims a basis in the foreign
currency equal to the entire value of the loan taken from the foreign financial institution. The U.S. cur-
rency is then paid to the foreign company and the loan is paid off after a year, so as to avoid discharge of
indebtedness income. This scheme lacks economic substance as it creates noneconomic losses to be used

for tax benefits.

The taxpayer in Kerman had been warned in the CARDS promotional materials “that tax losses from
transactions similar to CARDS that are designed to produce noneconomic tax losses by artificially over-
stating basis are not allowable as deductions for Federal income tax purposes.”* Relying in part on the
copy of Notice 2000-44 the taxpayer received prior to engaging in the CARDS strategy, the court held
that the taxpayer did not act with reasonable cause when entering into a transaction that lacked economic
substance and was, therefore, a sham. Other courts besides the Tax Court have disallowed deductions
resulting from this strategy and they impose accuracy-related penalties accordingly,”” often times increas-

ing the penalty to 40 percent for a gross misstatement penalty under IRC § 6662 (h).*

Reliance on Advice of a Tax Professional as Reasonable Cause

Another commonly litigated question was whether reliance on a tax professional established reasonable
cause. The taxpayer’s education, sophistication, and business experience are relevant in determining

whether his or her reliance on tax advice was reasonable.”’ To prevail, a taxpayer must establish that:
1. The adviser was a competent professional who had sufficient expertise to justify reliance;
2. The taxpayer provided necessary and accurate information to the adviser; and

3. The taxpayer actually relied in good faith on the adviser’s judgment.*

44
45

46

47

48

49
50
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713 F.3d 849 (6th Cir. 2013), aff’g T.C. Memo. 2011-54.

See IRS Notice 2000-44, 2000-2 C.B. 255 (“Taxpayers and their representatives are alerted that the purported losses arising from certain types
of transactions are not properly allowable for federal income tax purposes.”); IRS Notice 2002-21, 2002-1 C.B. 730 (where CARDS transactions
are listed).

Kerman, 713 F.3d at 870.

See Crispin v. Comm’r, 708 F.3d 507 (3d Cir. 2013), aff’g T.C. Memo. 2012-70; Gustashaw v. Comm’r, 696 F.3d 1124 (11th Cir. 2012), aff’g T.C.
Memo. 2011-195.

IRC § 6662(h) (an overstatement in the basis of property by 400 percent or more will be treated as a gross valuation misstatement, thus doubling
the penalty from 20 to 40 percent of the underpayment of income tax).

Treas. Reg. § 1.6664-4(c)(1). See also IRM 20.1.5.6.1(6), Reasonable Cause (Jan. 24, 2012).
Neonatology Associates, PA. v. Comm’r, 115 T.C. 43, 99 (2000) (citations omitted), affd, 299 F.3d 221 (3d Cir. 2002).
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Taxpayers argued their good faith reliance on a competent tax professional in several cases this year,’!
including Meinhardt v. Commissioner>* In Meinhardt, the IRS imposed an accuracy-related penalty

for a substantial understatement of income tax resulting from a failure to substantiate business expense
deductions. The taxpayers, having recognized their relative unfamiliarity with tax law, hired a practicing
attorney to help them prepare their returns. Their attorney regularly handled tax returns in the com-
munity, and the taxpayers gave him all of the materials they thought were relevant to their tax return.
Having established good faith reliance on a competent tax professional, the court declined to uphold the

accuracy-related penalty.

In Romanowski v. Commissioner,>® the IRS imposed an accuracy-related penalty on the taxpayers for
income tax deficiencies related to the improper deduction of expenses of their horse-breeding activity.
The Tax Court found that the horse-breeding activity was not engaged in for profit, and therefore disal-
lowed the deductions.”® The taxpayers, however, presented credible evidence of good faith reliance on a
competent tax professional. The taxpayers were unsophisticated in the field of tax and they hired a “very
experienced and highly accomplished accountant” and an “accomplished lawyer familiar with tax law,”
upon whose advice they relied.” The taxpayers were able to establish the three criteria above, and the

court held they were not liable for any accuracy-related penalties.

In several cases, the taxpayer could not establish all three of the above-mentioned criteria. For example, in
Mills v. Commissioner,>® the taxpayers hired their tax preparer to advise whether the LLC they had formed
could amortize the value of the husband’s time and expertise in real estate management. The tax preparer
was an accountant, but he was not a lawyer or a CPA. He was an enrolled agent who had passed a written
examination administered by the IRS Office of Professional Responsibility, but his status became inactive
while working with the taxpayers. At the time of trial, the tax preparer resided in a Colorado Federal
penitentiary after stealing from clients’ individual retirement accounts using forged power of attorney
forms. As the taxpayers were not able to establish the competence of the tax preparer, they failed to meet

the Neonatology test and were liable for an accuracy-related penalty.

There are many more examples of taxpayers failure to establish the competence of their tax preparers.”

While some taxpayers choose to use tax software to prepare their tax returns, the Tax Court does not find

reliance on tax preparation software justifiable to avoid an accuracy-related penalty. In this regard, the Tax

51

52
53
54

55
56
57

See, e.g., Cook v. Comm’r, T.C. Memo. 2012-167 (finding the taxpayer reasonably relied on his CPA with respect to misplacement of commission
expense on the wrong schedule for which the taxpayer provided proper documentation to his CPA; also finding the taxpayer failed to show that he
had provided adequate documentation to his CPA for non-commission expenses and was, therefore, liable for an accuracy-related penalty for that
portion of the underpayment in tax).

T.C. Memo. 2013-85.

T.C. Memo. 2013-55.

IRC § 183(a) (“In the case of an activity engaged in by an individual, ... if such activity is not engaged in for profit, no deduction attributable to
such activity shall be allowed under this chapter except as provided in this section.”).

Romanowski, T.C. Memo. 2013-55.
T.C. Memo. 2013-4.

See, e.g., Yates v. Comm’r, T.C. Memo. 2013-28, appeal filed (4th Cir. July 1, 2013) (holding taxpayers liable for an accuracy-related penalty
because they offered no evidence concerning the expertise of their accountant); Deutsch v. Comm’r, T.C. Memo. 2012-318 (finding the taxpayer
liable for an accuracy-related penalty because he failed to establish his CPA had adequate expertise). Taxpayers may have a difficult time demon-
strating the competency of the majority of return preparers if the government is barred from regulating unenrolled preparers. See Loving v. Internal
Revenue Service, 111 A.FT.R.2d (RIA) 589 (D.D.C. 2013); Nina E. Olson, More Than a ‘Mere’ Preparer: Loving and Return Preparation, 2013 TNT
92-31 (May 13, 2013).
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Court has observed that “[t]he misuse of tax preparation software, even if unintentional or accidental, is
» 58

no defense to accuracy-related penalties under section 6662.
In Bartlett v. Commissioner,” the taxpayer admitted to underpayment of tax due to misreporting the
amount of taxable pension benefits received. The taxpayer sought to avoid an accuracy-related penalty

by claiming the underpayment was an “honest mistake” and that she believed that the tax preparation
software would “catch any mistakes she otherwise might make.”® The Tax Court found that the informa-
tion the taxpayer had entered into the preparation software was incorrect, and the system was “only as
good as the information entered into its software program.”®' The Tax Court found the taxpayer liable
for an accuracy-related penalty as the mistakes were not made by the software, but by the taxpayer herself.
Unless the taxpayer proves the software itself is flawed, the Tax Court is unlikely to accept reliance on tax

preparation software as a justification to avoid an accuracy-related penalty.®

No Affirmative Defense Offered by the Taxpayer

Many litigants offered no affirmative defense for the understatement in tax, failing completely to claim
the reasonable cause and good faith defense under IRC § 6664(c). In Powers v. Commissioner,* the
taxpayers were negligent in keeping adequate books and records related to their telephone company. In
addition, the taxpayers failed to report income and claimed deductions to which they were not entitled,
which resulted in a substantial understatement of income tax. While the taxpayers claimed that their 44
years of tax compliance should be a significant factor in determining the existence of negligence, the court
held that evidence of prior compliance with the Code was insufficient on its own to avoid the accuracy-
related penalty.** The taxpayers failed to raise any affirmative defense and were, therefore, held liable for

the penalty.

CONCLUSION

Of the 178 cases we reviewed, the courts upheld the underlying tax deficiency, or portions of the defi-
ciency, determined by the IRS in all cases. In over a fifth of the cases, the courts abated the accuracy-
related penalties, partially or in full, where the taxpayer showed a reasonable and good faith attempt to
ascertain the correct amount of tax due. The courts most commonly found reasonable cause on the bases
of maintenance of adequate records to substantiate deductions and reasonable reliance on a competent tax
professional. Taxpayers should also be aware that they must raise an affirmative defense to the penalty in

order to have a chance at avoiding liability for the penalty.

58
59
60
61
62
63
64
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See Langley v. Comm’r, T.C. Memo. 2013-22, 2013 Tax Ct. Memo. LEXIS 22 at *10 (citations omitted).
T.C. Memo. 2012-254.

Id.

Id.

See Morales v. Comm’r, T.C. 2012-341.

T.C. Memo. 2013-134.

Id.
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MLI Trade or Business Expenses Under IRC § 162 and Related
#2 Sections
SUMMARY

The deductibility of trade or business expenses has long been among the ten Most Litigated Issues in the
Annual Report. We identified 134 cases involving a trade or business expense issue that were litigated
between June 1, 2012, and May 31, 2013. The courts affirmed the IRS position in the vast majority (ap-
proximately 74 percent) of cases, while taxpayers fully prevailed only about two percent of the time."! The

remaining cases resulted in split decisions.

PRESENT LAW

Internal Revenue Code (IRC or the “Code”) § 162 allows deductions for ordinary and necessary trade
or business expenses paid or incurred during the course of a taxable year. Rules regarding the practical
application of IRC § 162 have evolved largely from case law and administrative guidance. The IRS, the
Department of the Treasury, Congress, and the courts continue to provide guidance about whether a tax-
payer is entitled to claim certain deductions. The cases analyzed for this report illustrate that this process
is ongoing and involves the analysis of facts and circumstances. When a taxpayer seeks judicial review
of the IRS’s determination of a tax liability stemming from the deductibility of a particular expense, the

courts must often address a series of questions, including those discussed below.

What is a trade or business expense under § 162?

Although “trade or business” is one of the most widely used terms in the IRC, neither the Code nor the

Treasury Regulations provide a definition.> The definition of a “trade or business” comes from common
Yy Reg p

law, where the concepts have been developed and refined by the courts.> The Supreme Court has inter-

preted “trade or business” for purposes of IRC § 162 to mean an activity conducted with “continuity and

regularity” and with the primary purpose of earning income or making profit.*

What is an ordinary and necessary expense?

IRC § 162(a) requires a trade or business expense to be both “ordinary” and “necessary” in relation to
the taxpayer’s trade or business in order to be deductible. In Welch v. Helvering, the Supreme Court
stated that the words “ordinary” and “necessary” have different meanings, both of which must be satisfied

for the taxpayer to benefit from the deduction.’ The Supreme Court describes an “ordinary” expense

The IRS prevailed in full in 99 out of 134 cases, while taxpayers prevailed in full in only three cases.

In 1986, the term “trade or business” appeared in at least 492 subsections of the Code and in over 664 Treasury Regulations. See F. Ladson
Boyle, What is a Trade or Business? 39 Tax Law. 737 (Summer 1986).

Carol Duane Olson, Toward a Neutral Definition of “Trade or Business” in the Internal Revenue Code, 54 U. Cin. L. Rev. 1199 (1986).
Comm’r v. Groetzinger, 480 U.S. 23, 35 (1987).

290 U.S. 111, 113 (1933) (suggesting an examination of “life in all its fullness” will provide an answer to the issue of whether an expense is
ordinary and necessary).

Taxpayer Advocate Service — 2013 Annual Report to Congress — Volume One 347



Most Litigated

Issues

as customary or usual and of common or frequent occurrence in the taxpayer’s trade or business.® The
Court describes a “necessary” expense as one that is appropriate and helpful for development of the

business.”

Common law also requires that in addition to being ordinary and necessary, the amount of the expense
must be reasonable for the expense to be deductible. In Commissioner v. Lincoln Electric Co., the Court of
Appeals for the Sixth Circuit held “the element of reasonableness is inherent in the phrase ‘ordinary and
necessary.” Clearly it was not the intention of Congress to automatically allow as deductions operating

expenses incurred or paid by the taxpayer in an unlimited amount.”

Is the expense a currently deductible expense or a capital expenditure?

A currently deductible expense is an ordinary and necessary expense paid or incurred during the taxable
year in the course of carrying on a trade or business.” No deductions are allowed for the cost of acquisi-
tion, construction, improvement, or restoration of an asset expected to last more than one year.' Instead,

capital expenditures may be subject to amortization, depletion, or depreciation over the useful life of the

property."!

Whether an expenditure is deductible under IRC § 162(a) or is a capital expenditure under IRC § 263 is
a question of fact. Courts have adopted a case-by-case approach to applying principles of capitalization

and deductibility."?

When is an expense paid or incurred during the taxable year, and what proof is there that
the expense was paid?

IRC § 162(a) requires an expense to be “paid or incurred during the taxable year” to be deductible. The
Code also requires a taxpayer to maintain books and records that substantiate income, deductions, and
credits — including adequate records to substantiate deductions claimed as trade or business expenses.'?
If a taxpayer cannot substantiate the exact amounts of deductions by documentary evidence (e.g., invoice,
paid bill, or canceled check), but can establish that he or she had some business expenditures, the courts

may employ the Cohan rule to grant the taxpayer a reasonable amount of deductions.

348

Deputy v. du Pont, 308 U.S. 488, 495 (1940) (citation omitted).
Comm’r v. Tellier, 383 U.S. 687, 689 (1966) (citations omitted).
176 F.2d 815, 817 (6th Cir. 1949), cert. denied, 338 U.S. 949 (1950).

IRC § 162(a).

IRC § 263. See also INDOPCO, Inc. v. Comm’r, 503 U.S. 79 (1950).

IRC § 167.

See PNC Bancorp, Inc. v. Comm’r, 212 F.3d 822 (3d Cir. 2000), Norwest Corp. v. Comm’r, 108 T.C. 265 (1997).

IRC § 6001.

See also Treas. Reg. §§ 1.6001-1 and 1.446-1(a)(4).
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The Cohan rule

The Cohan rule is one of “indulgence” established in 1930 by the Court of Appeals for the Second Circuit
in Cohan v. Commissioner.'* The court held that the taxpayer’s business expense deductions were not
adequately substantiated, but stated that “the Board should make as close an approximation as it can,
bearing heavily if it chooses upon the taxpayer whose inexactitude is of his own making. But to allow

nothing at all appears to us inconsistent with saying that something was spent.”"

The Cohan rule cannot be used in situations where IRC § 274(d) applies. Section 274(d) provides that

unless a taxpayer complies with strict substantiation rules, no deductions are allowable for:
1. Travel expenses;
2. Entertainment, amusement, or recreation expenses;
3. Gifts; and
4. Certain “listed property.”'®

A taxpayer must substantiate a claimed IRC § 274(d) expense with adequate records or sufficient evidence

to establish the amount, time, place, and business purpose.'”

Who has the burden of proof in a substantiation case?

Generally, the taxpayer bears the burden of proving that he or she is entitled to the business expense
deductions and the IRS’s proposed determination of tax liability is incorrect.'® IRC § 7491(a) provides
that the burden of proof shifts to the IRS when the taxpayer:

= Introduces credible evidence with respect to any factual issue relevant to ascertaining the taxpayer’s
liability;

= Complies with the requirements to substantiate deductions;

B Maintains all records required under the Code; and

= Cooperates with reasonable requests by the IRS for witnesses, information, documents, meetings,

and interviews.

14

15
16

17
18

39 F.2d 540 (2d Cir. 1930). George M. Cohan was an actor, playwright, and producer who spent large sums travelling and entertaining actors,
employees, and critics. Although Cohan did not keep a record of his spending on travel and entertainment, he estimated that he incurred
$55,000 in expenses over several years. The Board of Tax Appeals, now the Tax Court, disallowed these deductions in full based on Cohan’s
lack of supporting documentation. Nevertheless, on appeal, the Second Circuit concluded that Cohan’s testimony established that legitimate
deductible expenses had been incurred. As a result, the Second Circuit remanded the case back to the Board of Tax Appeals with instructions to
estimate the amount of deductible expenses.

Id. at 544 (2d Cir. 1930), aff'’g and remanding 11 B.T.A. 743 (1928).

“Listed property” means any passenger automobile; any property used as a means of transportation; any property of a type generally used for
purposes of entertainment, recreation, or amusement; any computer or peripheral equipment (except when used exclusively at a regular business
establishment and owned or leased by the person operating such establishment); and any other property specified by regulations. IRC § 280F(d)
(4)(A) and (B).

Treas. Reg. § 1.274-5T(b).
See Welch v. Helvering, 290 U.S. 111, 115 (1933) (citations omitted) and U.S. Tax Court Rules of Practice and Procedure, Rule 142(a).
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ANALYSIS OF LITIGATED CASES

The deductibility of trade or business expenses has been one of the ten Most Litigated Issues since the
first edition of the National Taxpayer Advocate’s Annual Report to Congress in 1998." This year, we
reviewed 134 cases involving trade or business expenses issues that were litigated in federal courts from
June 1, 2012, through May 31, 2013. Table 2 in Appendix III contains a list of the main issues in those
cases. Table 3.2.1 categorizes the main issues raised by taxpayers. Cases involving more than one issue are

included in more than one category.

FIGURE 3.2.1, Trade or Business Expense Issues in Cases Reviewed

Type of Taxpayer

Business (including
sole proprietorshi

Substantiation of expenses, including application of the Cohan rule* 9 78
Profit objective? 0 19
Ordinary and necessary trade or business expenses® 0 34
Personal vs. business expenses* 4 26
Business expenses vs. capital expenditures® 0 1
Did the taxpayer establish the carrying on of a trade or business? 0

Gambling expenses® 1 0

Approximately 64 percent of the taxpayers litigating trade or business deduction issues represented
themselves (pro se). However, those represented by counsel fared better than their pro se counterparts.
Taxpayers with representation received full or partial relief in approximately 33 percent of cases (16 of

48). By contrast, pro se taxpayers received full or partial relief in just 22 percent of cases (19 of 86).

19 See National Taxpayer Advocate 1998-2012 Annual Reports to Congress.

20 IRC § 6001 and Treas. Reg. § 1.6001-1 require a taxpayer to maintain books and records that substantiate income, deductions and credits.
Treas. Reg. § 1.162-17 provides guidance regarding maintaining adequate records to substantiate deductions claimed as trade or business
expenses in connection with the performance of services as an employee. The Cohan rule allows courts to estimate certain expenses not prop-
erly substantiated. See Cohan, 39 F.2d at 544.

21 IRC § 183(a) provides the general rule that no deduction attributable to an activity engaged in by an individual or an S corporation shall be
allowed if such activity is not engaged in for profit. Treas. Reg. § 1.183-2(b) provides the following nonexhaustive list of nine factors to consider
in determining whether an activity is conducted for profit: (1) manner in which the taxpayer carries on the activity; (2) expertise of the taxpayer or
his advisors; (3) time and effort expended by the taxpayer in carrying on the activity; (4) expectation that assets used in the activity may appreci-
ate in value; (5) success of the taxpayer in carrying on similar or dissimilar activities; (6) taxpayer’s history of income or losses with respect to the
activity; (7) amount of occasional profits, if any, which are earned; (8) financial status of the taxpayer; and (9) elements of personal pleasure or
recreation.

22 IRC § 162(a) allows deductions for ordinary and necessary trade or business expenses paid or incurred during the taxable year.
23 IRC § 262(a) provides that personal, living and family expenses are generally not deductible.

24 Under IRC § 263(a), generally no deduction is allowed for capital expenditures, where capital expenditures include any amount paid for permanent
im-provements made to increase the value of any property. Under IRC § 195(a), start-up expenditures generally cannot be deducted unless a tax-
payer makes an expense/amortization election according to IRC § 195(b). Taxpayers who make the election may generally deduct up to $5,000
of start-up expenditures in the tax year in which an active trade or business begins and amortize any excess over 180 months. The $5,000
deduction is reduced by a dollar for every dollar that total start-up expenditures exceed $50,000. See IRC § 195(b)(1)(A), (B). (These amounts
are increased to $10,000 and $60,000 for taxable years beginning in 2010. See IRC § 195(b)(3).)

25 |RC § 165(d) provides that “[IJosses from wagering transactions shall be allowed only to the extent of the gains from such transactions.”
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Individual Taxpayers

None of the 11 decisions involving individual taxpayers (where the term “individual” excludes a sole

% Nine of the 11 individual taxpayers

proprietorship) was issued as a regular opinion of the Tax Court.
appeared pro se. No individual taxpayers received full relief, while only one earned a split decision; the

court upheld the IRS position in ten of 11 cases (91 percent).

The most prevalent issue was the substantiation of claimed trade or business expense deductions, which
appeared in nine cases. For example, in Noz v. Commissioner,”” the Tax Court denied several claimed
business expense deductions for failure to substantiate. The claimed deductions included travel expenses,
meals and entertainment, and computer-related equipment. The taxpayers, two university professors,
were unable to substantiate travel expenses for trips around the United States to give lectures in connec-
tion with their appointments as professors. The taxpayers provided no evidence as to the price of their
plane tickets or the dates of their travel. As there was no evidence establishing the business purpose of
the travel aside from the taxpayer’s testimony, the court denied those deductions. It also denied expense
deductions for meals and entertainment while traveling in the absence of evidence as to the cost, time and
place of the meals, and the business purpose of the expenses. Deductions for computer equipment were

also denied as there was no evidence indicating purchase price or purchase date.

The taxpayers, one of whom lived in Sweden while the other lived in New York, also sought to deduct
travel expenses for trans-Atlantic travel. Because the court deemed this travel personal, rather than as-
sociated with a business purpose, it also denied those deductions. Because travel expenditures, meals and
entertainment and listed property, such as computer equipment, are enumerated in IRC § 274(d), no
deductions are allowed absent proper substantiation. As a result, the court could not invoke the Coban

rule.?®

Business Taxpayers

We reviewed 123 cases involving business taxpayers, who had a far greater success rate than individual
taxpayers. While individual taxpayers did not win a single case in full, splitting one case and losing ten
of 11 others, business taxpayers received full or partial relief in approximately 28 percent of cases (34 of
123). Business taxpayers were represented by counsel in nearly half of the favorably decided cases (16 of
34) and in 34 percent of the cases that the IRS won (30 of 89).

26 Tax Court decisions fall into three categories: regular decisions, memorandum decisions, and small tax case (“S”) decisions. The regular deci-

27
28

sions of the Tax Court include cases which have some new or novel point of law, or in which there may not be general agreement, and therefore
have the most legal significance. In contrast, memorandum decisions generally involve fact patterns within previously settled legal principles
and therefore are not as significant. Finally, “S” case decisions (for disputes involving $50,000 or less) are not appealable and, thus, have no
precedential value. See IRC § 7463(b). See also U.S. Tax Court Rule of Practice and Procedure, Rules 170-175. With respect to the cases we
reviewed this year, more than half the cases involving individual taxpayers (excluding sole proprietorships) were “S” cases.

T.C. Memo. 2012-272.

There were other examples of individual taxpayers who failed to substantiate claimed business expense deductions. See, e.g., Harris v. Comm’r,
T.C. Memo. 2012-312 (holding deductions were improper for unreimbursed employee expenses related to lodging, meals and vehicle mileage for
failure to substantiate).
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As with the individual taxpayers, substantiation of expenses was by far the most prevalent issue,” and in
most instances, the court denied the business taxpayers’ deductions for failure to substantiate.** Courts
did, however, allow some of these deductions when the taxpayer produced sufficient evidence.? Courts
occasionally applied the Cohan rule where the taxpayer presented sufficient documentation to prove an
expense was incurred but had limited documentation of the precise amount.?* IRC § 274(d), however,
makes the Cohan rule unavailable in certain circumstances in which the taxpayer must substantiate the

deductions.

Another common difficulty was the failure to prove that expenses were ordinary and necessary to the tax-
payer’s business. For example, in Curcio v. Commissioner,”® the taxpayers sought to deduct contributions
to life insurance plans for employees, but because they failed to prove this was an ordinary and necessary
business expense, the court denied the deduction. The court discussed the possibility that employee
incentive programs, such as those involving contributions to life insurance plans, could be made primarily
in furtherance of a profit objective, and, therefore, may be eligible as an ordinary and necessary business
expense. In Curcio, however, the life insurance plans covered only four principal owners and the owner’s
stepson, and the court consequently ruled the payments were not “normal, useful, or helpful for the devel-
opment of the taxpayer’s business, and were not made in furtherance of a profit objective or for any viable
business purpose, but rather, were a mechanism by which taxpayers could divert company profits.” ** As
the expense was not ordinary and necessary to the taxpayer’s business, it was not deductible as a trade or

business expense pursuant to IRC § 162(a).*

In Consolidated Edison Co. of NY, Inc. v. United States,*® the United States Court of Appeals for the Federal
Circuit, reversing the Court of Federal Claims, disallowed certain business expense deductions that the
taxpayer took in connection with a leasing arrangement. The taxpayer claimed on its tax return multiple
deductions pertaining to a lease-in/lease-out (“LILO”) tax shelter transaction in which it leased property
from a foreign company, not subject to U.S. taxation, and subleased the property immediately back to

the foreign entity. The tax scheme is designed to accelerate losses to the taxpayer and defer gains, thereby

taking advantage of the time value of money by delaying tax payments.

29
30

31

32
33
34
35

36
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Substantiation of expenses was at issue in 78 out of 123 cases (63 percent) involving business taxpayers.

See Schoppe v. Comm’r, 711 FE.3d 1190 (10th Cir. 2013), aff’g T.C. Memo 2012-153 (deduction denied for real estate practice expenses for failure
to substantiate), Christine v. Comm’r, 475 F. App’x 259 (9th Cir. 2012), aff’g T.C. Memo 2010-144 (deduction denied for failure to substantiate),
MacGregor v. Comm’r, 501 F. App’x 663 (9th Cir. 2012), aff’g T.C. Memo 2010-187 (deduction denied for marketing expenses for failure to sub-
stantiate expenses), Natkunanathan v. Comm’r, 479 F. App’x 775 (9th Cir. 2012), aff’g T.C. Memo 2010-15 (deduction for business expenses
denied for failure to substantiate).

See Striefel v. Comm’r, T.C. Memo. 2013-102 (deduction allowed for lodging and meal expenses to the extent substantiated; deduction denied for
failure to meet strict substantiation requirement for car and truck expenses), Longino v. Comm’r, T.C. Memo. 2013-80 (deduction allowed for utility
and extermination expense in personal residence to extent substantiated as held exclusively for business purposes).

See Bauer v. Comm’r, T.C. Memo. 2012-156 (deduction allowed under Cohan for contract labor expenditures).

689 F.3d 217 (2d Cir. 2012), aff’g T.C. Memo. 2010-115.

Id. at 226.

See IRC § 162(a)(3) (There shall be allowed as a deduction all the ordinary and necessary expenses paid or incurred during the taxable year in
carrying on any trade or business, including ... rentals or other payments required to be made as a condition to the continued use or possession,
for purposes of the trade or business, of property ...”). For other examples of cases examined in which the court denied deductions for failure to
prove the expense was ordinary and necessary in business, see DiDonado v. Comm’r, T.C. Memo. 2013-11 (deduction denied for firearm expense
for failure to prove ordinary and necessary in business), Abarca v. Comm’r, T.C. Memo. 2012-245 (deduction denied for car and truck rental
expenses for failure to prove ordinary and necessary in business).

703 F.3d 1367 (Fed. Cir. 2013), rev’g 90 Fed.Cl. 228 (2009).
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Applying the substance-over-form doctrine,” the United States Court of Appeals for the Federal Circuit
disallowed the deductions because “there was a reasonable likelihood that the tax-indifferent entity in the
LILO Transaction (the lessor of the master lease) would exercise its purchase option at the conclusion of
the ConEd sublease, thus rendering the master lease illusory.”® Accordingly the court ruled the deduc-
tions were not properly allowable under IRC § 162(a)(3).

Taxpayers were also denied business expense deductions when the courts found the expenses related to
personal, rather than business, activities® pursuant to § 262(a).” To illustrate, the taxpayers in Robinson
v. Commissioner*' sought to deduct expenses for vehicle use and travel, but the court held the expenses
were personal and, therefore, not eligible for deduction under § 162. The taxpayers deducted expen-
ditures for family trips to Disneyland and Disney World, hotel stays, airfare, and retail merchandise,
claiming the family took trips and visited tourist sites for business purposes. The husband, a professor
at Temple University, also claimed a deduction for the business use of his car in travel to and from the
university. Although he taught for relatively few days at Temple, he deducted expenses corresponding to
tens of thousands of miles traveled. The taxpayers also deducted expenses related to the personal use of
their home office, including the use of a cellular phone and computer. As the taxpayers failed to present
any evidence establishing the business use of any of these expenses, they were denied as business expense
deductions. Additionally, the taxpayers failed to demonstrate that their expenses were related to a business

purpose and were not primarily personal.

Courts generally upheld the IRS’s determination that the business expense deductions were not attribut-
able to an activity that was engaged in for profit within the meaning of § 183.*> In DKD Enterprises v.
Commissioner, the taxpayers sought to deduct expenses related to a cat breeding activity. The taxpayers
claimed that they intended to operate the activity for profit, and they entered their kittens in several
national tournaments. The kittens were valued from $1,000-$5,000, and the owners won four national
championships in two years. The taxpayers operated a website for marketing the kittens, and did earn
some income from sales during the years in question. However, the Eighth Circuit Court of Appeals held
the taxpayers had not engaged in cat breeding for profit. In doing so, the court noted that it “should find
the trade or business venture lacked a genuine profit motive only if the court finds, as a factual matter,
the taxpayer lacked a good-faith, subjective intention to make a profit and was engaged in the activity for

wholly different reasons.”** The expenses related to the activity, therefore, were not deductible.

37

38
39

40
41
42

43
44

The Court of Appeals for the Federal Circuit followed the substance-overform doctrine it articulated in Wells Fargo & Co. v. U.S., 641 F.3d 1319
(Fed. Cir. 2011) (the tax consequences of a transaction are based on the substance of the transaction rather than its legal form).

Consolidated Edison Co., 703 F.3d at 1369.

See, e.g., Sernett v. Comm’r, T.C. Memo. 2012-334 (deduction denied because expenses related to sprint car racing activity were personal),
Johnson v. Comm’, T.C. Memo. 2012-231 (deduction denied because expenses related to drag racing activity were personal).

See supra, note 23.
487 F. App’x 751 (3d Cir. 2012), aff’g T.C. Memo. 2011-99.

See, e.g., Pederson v. Comm’r, T.C. Memo. 2013-54 (deduction denied for horse breeding activity for failure to show engaged in for profit under §

685 F.3d 730 (8th Cir. 2012), aff’g T.C. Memo. 2011-29.
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The taxpayers in Romanowski v. Commissioner®®

sought to deduct expenses related to their horse breed-
ing activity under IRC § 162(a), but the Tax Court denied the deduction because the activity was not
engaged in for profit pursuant to § 183. In upholding the IRS’s disallowance of the deductions, the court
ultimately determined the enterprise was not conducted for profit under the nine factors of Treasury
Regulation § 1.183-2(b).* Even though the married taxpayers were not motivated exclusively by recre-

ational elements, the court still found the activity was not engaged in for profit since:

The taxpayers did not conduct the activity in a businesslike manner;

They lacked expertise in the industry;

= The activity was never profitable; and

The taxpayers lacked reasonable belief that it would be profitable.

CONCLUSION

Taxpayers continue to challenge the IRS’s denials of trade or business deductions. From June 1, 2012,
through May 31, 2013, those represented by counsel fared better than those who represented themselves
in these cases. Represented taxpayers prevailed in full or in part in 33 percent (16 of 48) of the cases
while the IRS’s denials were upheld in 78 percent (67 of 86) of cases in which the taxpayers appeared
pro se. The courts generally favored the IRS’s denial of business expense deductions, but specific facts
and circumstances yielded some victories for taxpayers. The definition of an allowable business expense,

therefore, remains open to interpretation and is highly fact-specific.

It appears that many individual taxpayers remain confused over the Code’s requirements, especially with
respect to IRC § 274(d) related to strict substantiation of listed items. Several additional cases dealt with
whether an activity was engaged in for profit. The courts, relying on Treas. Reg. § 1.183-2(b) and the
nine factors there provided, found that the activity was not engaged in for profit and sustained the IRS’s
position. Given the relative frequency of hobby loss litigation, we recommend that the IRS highlight the
available hobby loss guidance on its website and undertake additional efforts to educate taxpayers and tax
preparers through news releases and similar outreach. Through education, outreach, and collaboration
with stakeholders, the IRS can help taxpayers understand what trade or business deductions are allowable

and how best to substantiate them.

45 T.C. Memo. 2013-55.

46 Those factors are (1) the manner in which the taxpayer carries on the activity; (2) the expertise of the taxpayer or his advisors; (3) the time and
effort expended by the taxpayer in carrying on the activity; (4) the expectation that assets used in the activity may appreciate in value; (5) the
success of the taxpayer in carrying on similar or dissimilar activities; (6) the taxpayer’s history of income or losses with respect to the activity; (7)
the amount of occasional profits, if any, which are earned; (8) the financial status of the taxpayer; and (9) elements of personal pleasure or recre-
ation.
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MLI Gross Income Under IRC § 61 and Related Sections

#3

SUMMARY

When preparing tax returns, taxpayers must report gross income for the taxable year to determine the tax
they must pay. The reporting of gross income has been among the most litigated issues in each of the
National Taxpayer Advocate’s Annual Report to Congress.! For this report, we analyzed 117 cases decided
between June 1, 2012, and May 31, 2013. The majority of cases this year involved taxpayers failing to
report items of income, including some specifically mentioned in Internal Revenue Code (IRC) § 61 such

as wages,” interest,’ dividends,” and annuities.’

PRESENT LAW

IRC § 61 broadly defines gross income as “all income from whatever source derived.”® The U.S. Supreme
Court has defined gross income as any accession to wealth.” However, over time, Congress has carved out
numerous exceptions to and exclusions from this broad definition and has based other elements of tax law

on the definition.®

The Commissioner may identify particular items of unreported income or reconstruct a taxpayer’s

gross income using methods such as the bank deposits method.” If the Commissioner determines a tax
deficiency, the IRS issues a Statutory Notice of Deficiency.’® If the taxpayer challenges the deficiency, the
Commissioner’s notice is entitled to a presumption of correctness; the taxpayer bears the burden of prov-

ing that the determination is erroneous or inaccurate. '

ANALYSIS OF LITIGATED CASES

In the 117 opinions reviewed for this report, gross income issues most often fall into two categories: (1)
what is included in gross income under IRC § 61, and (2) what can be excluded under other statutory

provisions. A detailed list of all cases analyzed appears in Table 3 of Appendix III.

~N o o b~ W

10
11

See, e.g., National Taxpayer Advocate 2012 Annual Report to Congress 637-642; National Taxpayer Advocate 2011 Annual Report to Congress
619-625.

Internal Revenue Code (IRC) § 61(a)(1). See, e.g., Garber v. Comm’r, 500 F. App’x 540 (7th Cir. 2013), reh’g denied, 2013 U.S. App. LEXIS 10454
(7th Cir. May 9, 2013), aff’g T.C. Memo. 2012-47.

IRC § 61(a)(4). See, e.g., Cox v. Comm’, T.C. Memo. 2013-75.

IRC § 61(a)(7). See, e.g., Clayton v. Comm’r, T.C. Memo. 2012-188, appeal docketed, No. 12-73904 (9th Cir. Nov. 28, 2012).
IRC § 61(a)(9). See, e.g., Buckardt v. Comm’r, 474 F. App’x 612 (9th Cir. 2012), aff’g T.C. Memo. 2010-145.

IRC § 61(a).

Comm’r v. Glenshaw Glass Co., 348 U.S. 426, 431-33 (1955) (interpreting § 22 of the Internal Revenue Code of 1939, the predecessor to IRC §
61).

See, e.g., IRC §§ 104 (compensation for injuries or sickness); 105 (amounts received under accident and health plans); 108 (income from dis-
charge of indebtedness); 6501 (limits on assessment and collection, determination of “substantial omission” from gross income).

IRC § 6001. See, e.g., DiLeo v. Comm’r, 96 T.C. 858, 867 (1991).
Internal Revenue Manual (IRM) 4.8.9.2 (July 9, 2013).

See IRC § 7491(a) (burden shifts only where the taxpayer produces credible evidence contradicting the Commissioner’s determination and satis-
fies other requirements). See also Welch v. Helvering, 290 U.S. 111, 115 (1933) (citations omitted).
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In 46 cases (more than 39 percent), taxpayers were represented, while the rest appeared pro se (without
representation). Five of the 46 represented taxpayers (about 11 percent) prevailed in full or in part in
their cases. Twelve of the 71 pro se taxpayers (almost 17 percent) prevailed in full or in part. Overall,

taxpayers prevailed in full or in part in 17 of 117 cases (almost 15 percent).

Drawing on the full list in Table 3 of Appendix III, we have chosen to discuss cases involving damage
awards, retirement distributions, discharge of indebtedness, and partnership income, as those issues were

some of the most commonly litigated.

Damage Awards

When a damage award is received, the nature of the claim that was the basis for the settlement determines
whether the proceeds are excludible from gross income.'? In six of the cases we reviewed, the taxpayers

challenged the inclusion of damage awards in gross income, and the IRS won every case.

IRC § 104(a)(2) specifies that damage awards (and settlement proceeds'?) for injuries or sickness are
taxable as gross income unless the amount was received “on account of personal physical injuries or physi-
cal sickness.”"* Congress added the “physical injury or physical sickness” requirement in 1996." The
legislative history of the 1996 amendments to IRC §104(a)(2) states that “[if] an action has its origin in
a physical injury or physical sickness, then all damages (other than punitive damages) that flow therefrom
are treated as payments received on account of physical injury or physical sickness. .. [but] emotional
distress is not considered a physical injury or physical sickness.”'

Thus, a court cannot consider damage awards for emotional distress to be excludible from income, even
if the emotional distress has resulted in “insomnia, headaches, [or] stomach disorders.”’” Note, however,
that “[t]he injury need not be defined as a tort under state or common law.”"

In five cases, the taxpayers argued that their damage awards compensated, in whole or in part, for
personal physical injuries or personal sickness, and the IRS won every case. For example, in Blackwood v.
Commissioner, the taxpayers (husband and wife) alleged the termination of the wife’s employment exac-
erbated her depression, resulting in numerous symptoms, including insomnia, migraines, and nausea."
The wife alleged wrongful termination, which resulted in her former employer awarding her $100,000 in
a settlement agreement. The taxpayers did not report the award on their joint return, relying on Domeny
v. Commissioner™ to argue that the flare-up of the wife’s symptoms was a physical sickness under IRC §

104(a)(2).*! In Domeny, the taxpayer’s multiple sclerosis caused vertigo, shooting pain in her legs, and

12
13

14
15
16
17

18
19
20
21
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IRC § 104(a); Comm’r v. Schleier, 515 U.S. 323, 329-30 (1995).

See Treas. Reg. § 1.104-1(c)(1) (damages received, for purposes of IRC § 104(a)(2), “means an amount received (other than workers’ compensa-
tion) through prosecution of a legal suit or action, or through a settlement agreement entered into in lieu of prosecution”).

IRC § 104(a)(2).
Pub. L. No. 104-188, § 1605(a), 110 Stat. 1755, 1838 (1996).
H.R. Rep. No. 104-586, at 143-44 (1996).

H.R. Conf. Rep. No. 104-737, at 301 (1996). The exclusion does apply to damages received as reimbursement for amounts paid for medical
care attributable to emotional distress for which deductions are allowed under IRC § 213. IRC § 104(a)(2)

Treas. Reg. § 1.104-1(c)(2).

T.C. Memo. 2012-190, appeal filed (4th Cir. Jan. 17, 2013).
T.C. Memo. 2010-9.

T.C. Memo. 2012-190.
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difficulty walking due to numbness in her feet.”> The Tax Court distinguished Domeny because Mrs.

Blackwood’s symptoms were not as severe as those Ms. Domeny suffered.”

Specifically, five of the eight symptoms that Mrs. Blackwood alleged at trial were very similar to the non-
exclusive list of emotional distress symptoms in the legislative history of § 104(a).** In addition, unlike
the facts at issue in Domeny, a medical doctor did not diagnose Mrs. Blackwood’s illness. Consequently,
the court concluded that Mrs. Blackwood’s depression and corresponding physical symptoms were not

physical injuries or sickness, and that the damage award was not excludible from gross income.”

Damage awards may also be excluded from gross income under common law doctrines. For instance,
courts have ruled that settlement proceeds representing a return of capital, rather than lost profits, are
excludible from gross income.”* To determine whether a damage award is taxable, the court will ask, “[i]n
lieu of what were the damages awarded?”?’

In Cung v. Commissioner,®® the taxpayer viewed an online advertisement, listing a vehicle for a discounted
price. When the taxpayer attempted to purchase the vehicle, the dealer said it would not honor the adver-
tised price.”” The taxpayer filed suit alleging breach of contract and other various violations of statutory
law. The taxpayer and the dealer reached a settlement, which he excluded from his gross income, claim-
ing “the award represented compensation to offset a loss.”® However, the taxpayer had sought specific
performance, compensatory damages, and punitive damages, and the settlement agreement was silent as
to the allocation of the award.*’ The court ruled that the taxpayer “failed to carry his burden of showing
that the proceeds represent what he claims they represent, lost value.”* Moreover, because the taxpayer
never owned the vehicle, the court ruled that there was no sale or exchange from which to determine lost

value.®

IRA Distributions

IRC § 61(a) defines gross income as “all income from whatever source derived, including (but not limited
to)... (9) Annuities; ... and (11) Pensions.” IRC § 408(d)(1) governs the tax treatment of distribu-
tions from individual retirement accounts (IRAs), and provides that they are included in gross income as

amounts received as an annuity under IRC § 72.

22
23
24

25
26
27
28
29
30
31
32
33
34

T.C. Memo. 2010-9.
T.C. Memo. 2012-190.

Id. (citing H.R. Conf. Rept. No. 104-737, at 301 n.56 (emotional distress includes symptoms such as “e.g., insomnia, headaches, stomach disor-
ders”)).

T.C. Memo. 2012-190.

See, e.g., Milenbach v. Comm’r, 318 F.3d 924, 933 (9th Cir. 2003) (citations omitted), aff’g 106 T.C. 184 (1996).
Milenbach v. Comm’r, 318 F.3d 924, 932 (9th Cir. 2003) (quotations omitted), aff’g 106 T.C. 184 (1996).

T.C. Memo. 2013-81.

Id. (citing Milenbach, 318 F.3d at 933).
T.C. Memo. 2013-81.
IRC § 61(a).
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Taxpayers in at least eight cases argued that a portion of their IRA distributions were excluded from gross
income, and a taxpayer prevailed in part in only one case. For example, in Bernard v. Commissioner, the
taxpayers (husband and wife) mischaracterized IRA distributions as proceeds of sale instead of ordinary
income.” The taxpayers argued that because capital gains within their IRAs increased the cost basis in
the accounts, they were entitled to report part of the distributions as return of capital not subject to tax,
and part as long-term capital gains, which are taxed at a lower rate than ordinary income.*® The court
corrected the taxpayer by stating, “Gains within IRAs are not taxed, but accumulated income included in
distributions is taxed in accordance with the provisions of section 408(d).”” In other words, the entire
IRA distribution is generally taxable as ordinary income unless part of it represents a return of nondeduct-
ible contributions to the account, or the taxpayer transfers the funds into a qualified retirement account.

Consequently, the taxpayers had to include their IRA distributions in gross income.

At least five taxpayers challenged the taxability of their IRA distributions arguing the “rollover provision”
under § 408(d) applied. The “rollover provision” generally excludes from gross income IRA distribu-
tions that are transferred into an eligible retirement account within 60 days of receipt.*® For example, in
Phillips v. Commissioner, the taxpayer withdrew funds from an IRA, and elected to transfer the funds to

a savings account rather than a qualified retirement account or IRA.* The taxpayer claimed the amount
of the distribution was not includible in gross income because he merely made an error in rolling over
the funds.” Because the taxpayer did not transfer the funds into a qualified retirement account once he
discovered his mistake, he did not meet his burden of proving he took “every reasonable expected step” in

making a rollover contribution to a qualified retirement account.”

Discharge of Indebtedness

We reviewed eight cases in which taxpayers disputed the IRS’s determination that a discharge of indebted-
ness was taxable income, and in four cases taxpayers prevailed in full or in part. A taxpayer’s gross income
generally includes income from any discharge of indebtedness.** Under certain circumstances, however,

a taxpayer can exclude the amount of discharged indebtedness from gross income. In this regard,

IRC § 108(a) provides, subject to limitation, that a taxpayer may exclude income from the discharge of
indebtedness if the discharge occurs in bankruptcy, when the taxpayer is insolvent, if the indebtedness is
qualified farm or business real estate debt, or if the indebtedness is qualified principal residence indebted-
ness discharged before January 1, 2014. The creditor issues a Form 1099-C, Cancellation of Debt, to the
taxpayer for cancelled debts of $600 or more.** If a creditor has discharged a debt the taxpayer owes, the
taxpayer must include the discharged amount in gross income, even if it is less than $600, unless one of

the exceptions in IRC § 108(a) applies. The issuance of a Form 1099-C is not dispositive of whether or

35
36
37
38
39
40
41
42
43
44
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T.C. Memo. 2012-221.

Id.

Id.

IRC § 408(d)(3)(A)i), (ii); Schoof v. Comm’r, 110 T.C. 1, 7 (1998).
T.C. Memo. 2013-42.

Id.

Id. (citing Wood v. Comm’r, 93 T.C. 114, 115-18 (1989)).

IRC § 61(a)(12).

IRC § 108(a)(1)(A)-(E).
IRS, Instruction for Forms 1099-A and 1099-C, Acquisition or Abandonment of Secured Property and Cancellation of Debt (2013).
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when the debt is discharged.® A debt is deemed to have been discharged, and Form 1099-C is required,

if (and only if) an “identifiable event” has occurred.*®

In Pinn v. Commissioner, the taxpayers (brothers) each received loans from a trust secured by the cash
values of their death benefits sufficient to cover the loans.”” The taxpayers defaulted on the loans but the
trust did not cancel the loans or consider them uncollectible.® The Commissioner argued the balances
of the loans were discharged indebtedness because the taxpayers failed to pay the loans when due and the
taxpayers’ rights to the death benefit were too contingent to be a sufficient form of collateral.” While

the court recognized that the death benefits were contingent on certain future events, their usefulness as
collateral for the loans was still sufficient.®® The court held the Commissioner was premature in asserting
income from the discharged debts because future events to divest the collateral from the taxpayers had not
occurred.’® Therefore, the “identifiable event” had yet to occur, and the taxpayers’ defaulted loans did not
result in a discharge of indebtedness includible in their gross incomes.”

Another exception to the inclusion of discharge of indebtedness income is taxpayer insolvency at the

time of the discharge.”® The amount of gross income excluded cannot exceed the amount by which the
taxpayer is insolvent.”® The amount by which the taxpayer is insolvent is defined as the excess of liabilities

over the fair market value of the taxpayer’s assets immediately before the discharge.”

In McAllister v. Commissioner’®, the Commissioner argued that the amount shown on a Form 1099-MISC
the taxpayer received from his former employer was fully includible in gross income as nonemployee
compensation, rather than income from the cancellation of a loan extended by the employer. The court
determined that the 1099-MISC memorialized the forgiveness of the debt, and analyzed whether the
taxpayer’s gross income should be reduced due to insolvency.” The court generally accepted the taxpayer’s
valuation of his assets and liabilities, except for the value of two real properties he owned in different
states.’® The taxpayer valued one of the properties based on a comparable sale in the same neighborhood,
and another based on the local property tax assessment.”® In both instances, the court held the taxpayer
did not meet his burden of proving his valuation, and valued each property based on the taxpayer’s

purchase price.®® Thus, the court’s property values for insolvency purposes were greater than the amount

45  Kleber v. Comm’, T.C. Memo. 2011-233 (citation omitted).

46 Treas. Reg. § 1.6050P-1(a)(1), (b)(2)(i)(A)-(H) (describing different scenarios that signify when an “identifiable event” has occurred). See also
Friedman v. Comm’r, 216 F.3d 537, 547-49 (6th Cir. 2000), aff’g T.C. Memo. 1998-196.
47 T.C. Memo. 2013-45.

48 T.C. Memo. 2013-45. The IRS learned of the default when the trust listed the loans as in default on an information return it filed with the IRS.
49 |d.

50 Id.

51 d.

52 Jd.

53 IRC § 108(a)(1)(B).
54 IRC § 108(a)(1)(3).
55 IRC § 108(d)(3).

56 T.C. Memo. 2013-96.
57 Id.

58 T.C. Memo. 2013-96.
59 Id.

60 Id.
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the taxpayer claimed in his insolvency argument. Consequently, the taxpayer was only entitled to exclude

from gross income a portion of the amount shown on the Form 1099-MISC.

Partnership Income

A partnership’s income is not taxed at the entity level, but generally is reported on the partners” individual
income tax returns.®’ Partners recognize “pass-through” income from the partnership equal to their

62 The partner’s adjusted basis in his or her interest in the

distributive shares of the partnership items.
partnership equals the amount of his or her cash contributions plus the basis of other contributed prop-
erty, and the basis is increased by the partners’ distributive share of partnership income and decreased by
distributions and losses.®® Partners generally do not recognize gain or income on partnership distributions
except to the extent that the distribution exceeds the partner’s adjusted basis in the partnership interest

immediately before the distribution.*

In Cvancara v. Commissioner, the taxpayers (husband and wife) formed a partnership to operate a private
elementary school.®® Two of the taxpayers’ children were enrolled in the school, and the taxpayers
continuously made contributions to the partnership during the time their children were enrolled.”” The
Commissioner challenged certain of the Cvancaras’ claimed deductions for partnership losses on the
grounds that they had insufficient bases in their partnership interests.® The taxpayers argued that the
amounts they contributed to the partnership were capital contributions and had properly increased their
interests’ bases. The Commissioner argued that the amounts should be recast as tuition payments and
should not augment the partnership interests’ bases. The court held that the taxpayers’ payments consti-
tuted capital contributions because the school needed operating capital and the taxpayers did not make
payments in anticipation of receiving a benefit from the school.” As a result, the payments increased the

taxpayers’ bases in their partnership interests and the court allowed the taxpayers’ claimed losses.

Accounting Method

If the IRS determines that a method of accounting “does not clearly reflect income, the computation of
taxable income shall be made under such method as, in the opinion of the Secretary, does clearly reflect
income.””® Under the cash receipts and disbursements method (cash method), all items that constitute
gross income shall be reported in the taxable year in which they were actually or constructively received.”
On the other hand, under the accrual method, income must be reported in the taxable year when all the

events have occurred that fix the right to receive the income and the amount of income can be determined

61
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67
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IRC § 701.
IRC § 702(a).

IRC §§ 705, 722.
IRC § 731(a)(1).
Cvancara v. Comm’r, T.C. Memo. 2013-20.

Id.
Id.

See IRC § 704(d) (partner’s distributive share of a partnership loss allowed only to the extent of the partner’s adjusted basis in the partnership).
T.C. Memo. 2013-20.

IRC § 446(b).

Treas. Reg. §1.446-1(c)(1)(i).
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with reasonable accuracy.”? Unlike the cash method, income realized under the accrual method may or

may not be recognized in the year of receipt.

Another issue litigated in Cvancara v. Commissioner, supra, was whether the partnership employed the
proper accounting method to reflect its income. The partnership received advance payments for tuition
whose recognition it deferred until the subsequent year under the accrual method.” The Tax Court held
that the partnership had properly elected the accrual method and properly deferred reporting the advance
payments. The Commissioner contended that the partnership’s use of the cash method for expenses
showed the accrual method was not in fact in use. The court held that since the Commissioner had

not exercised his discretion to require the partnership to change to the cash method, its finding that the
partnership had adopted the accrual method was dispositive and that the partnership’s “purported use of
the cash method to calculate its expenses [did] not alter our conclusions.””* Consequently, the partner-
ship was entitled to use the accrual method of accounting and the taxpayers reported their share of the

partnership income in the correct year.

CONCLUSION

Taxpayers litigate many of the same issues regarding gross income year after year, due to the complex
nature of what constitutes gross income. Over the years, the courts have consistently interpreted gross
income broadly and construed exclusions and exceptions narrowly. Most cases considering the inclusion
of income under IRC § 61 were decided for the IRS. A major source of gross income litigation again this
year was the inclusion of damage awards. However, the number declined from ten such cases litigated last
year down to six this year. Notwithstanding this decrease, all taxpayers that challenged the inclusion of
their damage award in gross income were overruled by the courts just as they were last year. The National
Taxpayer Advocate has previously recommended a legislative change that would clarify the tax treatment
of court awards and settlements by permitting taxpayers to exclude any payments received as a settlement

or judgment for mental anguish, emotional distress, or pain and suffering.

Another source of litigation this year was disputes about the classification of IRA distributions. This
litigated matter increased from only two cases last year to eight this year. Out of those cases, five taxpayers
litigated the rollover provision of IRC § 408. The court upheld the Commissioner’s determination, and

ordered partial relief in one case.

Taxpayers litigated eight discharge of indebtedness income cases, and prevailed, in whole or in part, in
half of those cases. We anticipate an increase in discharge of indebtedness cases particularly with respect
to the insolvency exception in the future because of the expiration of qualified principal residence indebt-
edness exclusion under IRC § 108(a)(1) on January 1, 2014.

72 Treas. Reg. §1.446-1(c)(1)(ii).
73 T.C. Memo. 2013-20. The payments were made in 2005 and 2006, but were tuition payments for 2006 and 2007, respectively.
74 d.
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MLI Summons Enforcement Under IRC §§ 7602, 7604, and 7609

#4

SUMMARY

Pursuant to IRC § 7602, the IRS may examine any books, records, or other data relevant to an investiga-
tion of a civil or criminal tax liability.! To obtain this information, the IRS may serve a summons directly
on the subject of the investigation or any third party who may possess relevant information.? If a person
summoned under section 7602 neglects or refuses to obey the summons, or to produce books, papers,
records, or other data, or to give testimony, as required by the summons, the IRS may seek enforcement

of the summons in a United States District Court.?

A person who has a summons served on him or her may contest its legality if the government petitions
to enforce it.* Thus, summons enforcement cases are different from many other cases described in other
Most Litigated Issues because often the government, rather than the taxpayer, initiates the litigation
pertaining to summons enforcement. If the IRS serves a summons on a third party, any person entitled
to notice of the summons may challenge its legality by filing a motion to quash or by intervening in any
proceeding regarding the summons.” Generally, the burden on the taxpayer to establish the illegality of

the summons is heavy.®

We identified 117 federal cases decided between June 1, 2012, and May 31, 2013, that included issues

of IRS summons enforcement. In 80 cases, the government initiated the litigation by filing a petition to
enforce the summons. In 37 cases, the taxpayer or a third party initiated the litigation by filing a motion
to quash the summons. Of the 117 cases, the parties contesting the summonses prevailed fully in four
cases, with two other cases resulting in split decisions. The IRS prevailed in full in the remaining 111
decisions. Of the 117 cases, 56 included a discussion of the law and interaction between the taxpayer and
the government.” Of these 56 cases, the parties contesting the summonses prevailed fully in four cases,

with two other cases resulting in split decisions. The IRS prevailed in the remaining 50 cases.

PRESENT LAW

The IRS has broad authority under IRC § 7602 to issue a summons to examine a taxpayer’s books and
records or demand testimony under oath.® Further, the IRS may obtain information related to an investi-

gation from a third party if, subject to the exceptions of IRC § 7609(c), it provides notice to the taxpayer

~N oo o b~ W N P
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Internal Revenue Code (IRC) § 7602(a)(1); Treas. Reg. § 301.7602-1.
IRC § 7602(a).

IRC § 7604(b).

U.S. v. Powell, 379 U.S. 48, 58 (1964).

IRC § 7609(b).

U.S. v. LaSalle Nat'l Bank, 437 U.S. 298, 316 (1978).

These 56 cases do not include cases for which there was reported solely (1) an order to show why the case should not be decided on the basis

of the government’s allegations once the government established a prima facie case; (2) an order to obey a summons; or (3) a dismissal for fail-
ure to prosecute.

IRC § 7602(a). See also LaMura v. U.S., 765 F.2d 974, 979 (11th Cir. 1985) (citing U.S. v. Bisceglia, 420 U.S. 141, 145-146 (1975)).
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or other person identified in the summons.” In limited circumstances, the IRS can issue a summons even
if the name of the taxpayer under investigation is unknown, z.e., a “John Doe” summons.' However, the

IRS cannot issue a summons after referring the matter to the Department of Justice (DOJ)."

If the recipient fails to comply with a summons, the United States may commence an action under

IRC § 7604 in the appropriate U.S. District Court to compel document production or testimony.'? If
the United States files a petition to enforce the summons, the taxpayer may contest the validity of the
summons in that proceeding.”> Also, if the summons is served upon a third party, any person entitled
to notice may petition to quash the summons in an appropriate district court, and may intervene in any

proceeding regarding the enforceability of the summons.™

A taxpayer or other person named in a third-party summons is generally entitled to notice," but excep-
tions may apply. For example, the IRS is not required to give notice if the summons is issued to aid in the
collection of “an assessment made or judgment rendered against the person with respect to whose liability
the summons is issued.”'® This exception reflects congressional recognition of a difference between a
summons issued in an attempt to compute the taxpayer’s taxable income, and a summons issued after the
IRS has assessed tax or obtained a judgment. For example, notice to the taxpayer or person named in the
summons is not required where the IRS is attempting to determine whether the taxpayer has an account
in a certain bank with sufficient funds to pay an assessed tax because such notice might seriously impede
the IRS’s ability to collect the tax.!” The courts have interpreted this “aid in collection” exception to apply
only where the taxpayer owns a legally identifiable interest in the account or other property for which
records are summoned.'® Another situation in which notice is not required is when an IRS criminal
investigator serves a summons, in connection with a criminal investigation, on any person who is not the

third-party record-keeper.”

10

11

12
13
14

15

16

17

18
19

IRC § 7602(c). Those entitled to notice of a third-party summons (other than the person summoned) must be given notice of the summons within
three days of the day on which the summons is served to the third party but no later than the 23rd day before the day fixed on the summons on
which the records will be reviewed. IRC § 7609(a).

IRC § 7609(f). The court must approve a “John Doe” summons prior to issuance. In order for the court to approve the summons, the United
States commences an ex parte proceeding. The United States must establish during the proceeding that its investigation relates to an ascertain-
able class of persons; it has a reasonable basis for the belief that these unknown taxpayers may have failed to comply with the tax laws; and it
cannot obtain the information from another readily available source. IRC § 7609(f).

IRC § 7602(d). This restriction applies to “any summons, with respect to any person if a [DOJ] referral is in effect with respect to such person.”
IRC § 7602(d)(1).

IRC § 7604.

U.S. v. Powell, 379 U.S. 48, 58 (1964).

IRC § 7609(b). The petition to quash must be filed not later than the 20th day after the date on which the notice was served. IRC § 7609(b)(2)
(A).

IRC § 7609(a)(1); Shaw v. U.S., 109 A.FET.R.2d (RIA) 1333 (M.D. Fla. 2012), adopted by 109 A.F.T.R.2d (RIA) 2364 (M.D. Fla. 2012), affirmed by
111 A.ET.R.2d (RIA) 1754 (11th Cir. 2013).

IRC § 7609(c)(2)(D)(i). The exception also applies to the collection of a liability of “any transferee or fiduciary of any person referred to in clause
(i).” IRC § 7609(c)(2)(D)(ii).

H.R. Rep. No. 94-658 at 310, reprinted in 1976 U.S.C.C.A.N. at 3206. See also S. Rep. No. 94-938, pt. 1, at 371-371, reprinted in 1976
U.S.C.C.A.N. at 3800-01 (containing essentially the same language).

Ip v. U.S., 205 F.3d 1168, 1172-76 (9th Cir. 2000).

IRC § 7609(c)(2)(E). A third-party record-keeper is broadly defined and includes banks, consumer reporting agencies, persons extending credit by
credit cards, brokers, attorneys, accountants, enrolled agents, and owners or developers of computer source code but only when the summons
“seeks the production of the source or the program or the data to which the source relates.” IRC § 7603(b)(2).
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Regardless of whether the taxpayer contests the summons in a motion to quash or in response to the
United States’ petition to enforce, the legal standard is the same.?’ In United States v. Powell, the Supreme
Court set forth four threshold requirements (referred to as the Powell requirements) that must be satisfied

to enforce an IRS summons:
= The investigation must be conducted for a legitimate purpose;
= The information sought must be relevant to that purpose;
® The IRS must not already possess the information; and

= All required administrative steps must have been taken.?!

The IRS bears the initial burden of establishing that these requirements have been satisfied.”? However,
this burden is minimal, as the government need only introduce a sworn affidavit of the agent who issued
the summons declaring that each of the Powell requirements has been satisfied.?? The burden then shifts
to the person contesting the summons to demonstrate that the IRS did not meet the requirements or that
enforcement of the summons would be an abuse of process.?

A taxpayer may also allege that the information requested is protected by a statutory or common-law

privilege, such as the
= Attorney-client privilege;?
= Tax practitioner privilege;*® or

= Work product privilege.”

However, these privileges are limited. For example, the attorney-client privilege protects “tax advice,” but
not tax return preparation materials.”® The “tax shelter” exception limits the tax practitioner privilege and
permits discovery of communications between a practitioner and client that promote participation in any
tax shelter.”? Thus, the tax practitioner privilege does not apply to any written communication between

a federally authorized tax practitioner and “any person, any director, officer, employee, agent, or repre-

sentative of the person, or any other person holding a capital or profits interest in the person” that is “in

20 Villarreal v. U.S., 111 A.FTR.2d (RIA) 778 (D. Nev. 2013), aff’s 110 A.ET.R.2d (RIA) 6777 (D. Colo. 2012).
21 U.S.v. Powell, 379 U.S. 48, 57-58 (1964).

22 Fortney v. U.S., 59 F.3d 117, 119-20 (9th Cir. 1995).

23 U.S.v. Dynavac, Inc., 6 F.3d 1407, 1414 (9th Cir. 1993).

24 |d.

25 The attorney-client privilege provides protection from discovery of information where:

(1) legal advice of any kind is sought, (2) from a professional legal advisor in his or her capacity as such, (3) the communication is related to
this purpose, (4) made in confidence, (5) by the client, (6) and at the client’s insistence protected, (7) from disclosure by the client or the legal
advisor, (8) except where the privilege is waived. U.S. v. Evans, 113 F.3d 1457, 1461 (7th Cir. 1997) (citing John Henry Wigmore, Evidence in
Trials at Common Law § 2292 (John T. McNaughten rev. 1961)).

26 IRC § 7525 extends the protection of the common law attorney-client privilege to federally authorized tax practitioners in federal tax matters.
Criminal tax matters and communications regarding tax shelters are exceptions to the privilege. IRC § 7525(a)(2), (b). The interpretation of the
tax practitioner privilege is based on the common law rules of attorney-client privilege. U.S. v. BDO Seidman, LLP, 337 F.3d 802, 810-812 (7th Cir.
2003), cert. denied, Roes v. U.S., 540 U.S. 1178 (2004).

27 The work product privilege protects against the discovery of documents and other tangible materials prepared in anticipation of litigation. Fed. R.
Civ. R 26(b)(3); see also Hickman v. Taylor, 329 U.S. 495 (1947).

28 U.S.v. Frederick, 182 F.3d 496, 500 (7th Cir. 1999), cert. denied, 528 U.S. 1154 (2000).
29 IRC § 7525(b); Valero Energy Corp. v. U.S., 569 F.3d 626 (7th Cir. 2009).
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connection with the promotion of the direct or indirect participation of the person in any tax shelter.”
A tax shelter is defined as “a partnership or any other entity, any investment plan or arrangement, or any
other plan or arrangement, if a significant purpose of such partnership, entity, plan, or arrangement is the

avoidance or evasion of Federal income tax.”!

ANALYSIS OF LITIGATED CASES

Summons enforcement has appeared as a Most Litigated Issue in the National Taxpayer Advocate’s Annual
Report to Congress every year since 2005. In 2005, we identified only 44 cases but predicted the number
would rise as the IRS became more aggressive in its enforcement initiatives. The volume of identified
cases rose to 101 during the reporting period ending on May 31, 2006, peaked at 158 cases for the report-
ing period ending on May 31, 2009, and stands at 117 during this year’s reporting period as shown in
Figure 3.1.1 below. A detailed list of these cases appears in Table 4 of Appendix III.

FIGURE 3.4.1, SUMMONS ENFORCEMENT CASES, 2005-2013

200 IRS Summons Enforcement Cases Per Reporting Period

100

2005 2006 2007 2008 2009 2010 2011 2012 2013
Reporting Period (June 1-May 31 each year)

The IRS recently issued guidance that requires examiners, when they do not receive information they re-
quest from a taxpayer, to issue delinquency notices followed by a pre-summons letter, and to then proceed
to issue a summons.** The National Taxpayer Advocate is concerned about the increased use of summons
the guidance is likely to trigger, and will scrutinize such use to determine whether it is appropriate and

necessary.

Of the 117 cases we reviewed this year, the IRS prevailed in full in 111 cases. Taxpayers were repre-
sented in 26 cases and appeared pro se (i.e., on their own behalf) in 91 cases. Eighty-cight cases involved
individual taxpayers, while the remaining 29 involved business taxpayers, including sole proprietorships
(16 of whom appeared through a representative). There were 56 cases where the taxpayer or a third party
actually appeared in the proceeding, and the court issued an opinion discussing the law. Of these 56

cases, the IRS prevailed in full in 50 cases. The parties contesting the summonses prevailed fully in four

30 IRC § 7525(b).
31 IRC § 6662(d)(2)(C)(ii).
32 LB&I directive LB&I-04-1113-009, 2013 Tax Notes Today 214-19 (Nov. 5, 2013).
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cases with two others ending in split decisions. Taxpayers were represented in 22 cases and appeared pro
se in 34 cases. Thirty-six cases involved individual taxpayers, while the remaining 20 involved business
taxpayers, including sole proprietorships (14 of whom appeared through a representative). The arguments

the litigants raised against IRS summonses generally fell into the following categories:

Powell Requirements: Taxpayers frequently argued that the IRS did not meet one or more of the
Powel] requirements, but such arguments met with little success. This outcome is due in large part to the
substantial burden placed upon the taxpayers to rebut the IRS’s prima facie*® showing that the summons

should be enforced. The U.S. Court of Appeals for the Eighth Circuit has described the IRS’s burden
here as slight, and the taxpayer’s burden as heavy.*

Criminal Referral: The IRS may issue summonses for the purpose of investigating a possible criminal
offense, so long as the matter has not yet been referred to the DOJ.*> Many taxpayers argued that because
the IRS issued a summons pursuant to a possible criminal investigation, it violated the IRC § 7602(d)
restriction on issuing a summons after referring the matter to the DOJ. However, the courts are care-

ful to distinguish between a referral to the DO]J, which prevents the IRS from issuing a summons, and a

criminal investigation by the IRS, which does not.

Constitutional Arguments: Courts reiterated the longstanding rule that taxpayers cannot use the Fourth
Amendment as a defense against a third-party summons.** Courts also continued to reject blanket asser-
tions of the Fifth Amendment protection,” but noted that taxpayers may have valid Fifth Amendment
claims regarding specific documents or testimony.®® However, even if a taxpayer may assert the claim on

behalf of himself or herself, he or she may not assert it on behalf of a business entity.*’

Taxpayers may not be able to rely on the Fifth Amendment privilege to withhold self-incriminatory
evidence of a testimonial or communicative nature if summoned documents fall within the “foregone
conclusion” exception to the Fifth Amendment. The forgone conclusion exception applies where the

government establishes its independent knowledge of three elements:
® The documents’ existence;
® The documents’ authenticity; and

= The possession or control of the documents by the person to whom the summons was issued.”

In United States v. Sideman & Bancroft, LLP,*' the court considered the applicability of the foregone
conclusion exception. In that case, the IRS executed a search warrant in connection with an ongoing
criminal investigation of the taxpayer but failed to locate the relevant documents. During the investiga-

tion, the IRS learned that the taxpayer’s tax return preparer had previously become very familiar with

33
34
35
36
37
38
39
40
41
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Prima facie means “at first sight, on appearance but subject to further review or evidence.” Black’s Law Dictionary (9th Ed. 2009).
U.S. v. Claes, 747 F.2d 491, 494 (8th Cir. 1984).

IRC § 7602(d); see, e.g., Peterson v. U.S., 110 A.FT.R.2d (RIA) 6562 (D. Neb. 2012).

See, e.g., Peterson v. U.S., 110 A.FTR.2d (RIA) 6562 (D. Neb. 2012).

See, e.g., U.S. v. Amabile, 109 A.FT.R.2d (RIA) 2392 (E.D. Pa. 2012), adopted by 110 A.FT.R.2d (RIA) 5017 (E.D. Pa. 2012).

U.S. v. Amabile, 109 A.ET.R.2d (RIA) 2392 (E.D. Pa. 2012), adopted by 110 A.ET.R.2d (RIA) 5017 (E.D. Pa. 2012).

U.S. v. Christensen, 110 A.F.T.R.2d (RIA) 5421 (D. Ariz. 2012).

U.S. v. Sideman & Bancroft, LLR 107 A.F.T.R.2d (RIA) 1780 (N.D. Cal. 2011), affirmed by 111 A.F.T.R.2d (RIA) 460 (9th Cir. 2013).
U.S. v. Sideman & Bancroft, LLP, 107 A.F.T.R.2d (RIA) 1780 (N.D. Cal. 2011), affirmed by 111 A.FT.R.2d (RIA) 460 (9th Cir. 2013).

Most Litigated Issues — Summons Enforcement Under IRC §§ 7602, 7604, and 7609



Most Litigated

Issues

the sought-after documents and could identify numerous distinct features of those documents. The
preparer later delivered the documents to the taxpayer’s civil tax attorney, who delivered them to the
taxpayer’s counsel handling the IRS criminal investigation. The taxpayer’s criminal tax counsel refused

to comply with a subsequent IRS summons for the documents, arguing that producing the documents
would be a communicative act that would tacitly concede the existence of the summoned documents and
their possession or control by the taxpayer.*> The court concluded that the IRS knew with “reasonable
particularity” prior to issuing the summons, from the information provided by the taxpayer’s tax return
preparer, that those documents existed and were in the possession of the taxpayer’s criminal tax counsel.*
The court further noted that the information provided by the taxpayer’s tax return preparer could suf-
ficiently authenticate the summoned documents, thus satisfying each element of the foregone conclusion

exception.*

One court held that a taxpayer is not precluded from invoking the Fifth Amendment privilege for the first
time at a contempt proceeding for failure to comply with a summons. In United States v. St. John,® the
IRS issued two summonses requesting that the taxpayer give testimony and produce records and docu-
ments for the purpose of determining his personal tax liability. The taxpayer appeared before the Revenue
Officer named in the summons but refused to produce the records and refused to answer most questions
on Fifth Amendment grounds.* Appearing pro se at a summons enforcement hearing, the taxpayer failed
to assert his Fifth Amendment privilege. In a subsequent proceeding, however, when the taxpayer was
ordered to show cause why he should not be held in contempt and appropriately sanctioned, he invoked
the privilege.”” The court rejected the argument that the taxpayer waived the Fifth Amendment privilege
by failing to raise the defense at the enforcement stage of the proceedings and failing to object to the
report and recommendation on the enforcement order.®® The court stated that every reasonable presump-
tion against waiver of the Fifth Amendment privilege, a fundamental constitutional right, should be

indulged.” The taxpayer could invoke the privilege for the first time as late as a contempt hearing.

A court this year affirmed a lower court’s rejection of a claim that IRS agents had attempted to “deter
or chill” the right to speak out against “harassing agent conduct” in violation of the taxpayer’s First
Amendment rights.”® Courts also rejected taxpayers’ arguments that summons enforcement violated
their rights under federal privacy laws.”! Some taxpayers argued, without success, that summonses were

unconstitutionally overbroad.*
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U.S. v. Sideman & Bancroft, LLP, 107 A.F.T.R.2d (RIA) 1780 (N.D. Cal. 2011), affirmed by 111 A.FT.R.2d (RIA) 460 (9th Cir. 2013).

Id.
Id.

111 A.FTR.2d (RIA) 723 (M.D. Fla. 2013), adopting in part 111 A.FT.R.2d (RIA) 719 (M.D. Fla. 2012).

See, e.g., Canatella v. U.S., 108 A.F.T.R.2d (RIA) 5256 (N.D. Cal. 2011), affirmed by 111 A.F.T.R.2d (RIA) 1996 (9th Cir. 2013).
See, e.g., U.S. v. Williams, 111 A.FT.R.2d (RIA) 850 (D. Or. 2013), adopted by 111 A.FT.R.2d (RIA) 853 (D. Or. 2013).
See, e.g., U.S. v. Lano Equipment, Inc., 2012 U.S. Dist. LEXIS 77900 (D. Minn. 2012), adopted by 2012 U.S. Dist. LEXIS 77392 (D. Minn. 2012).
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Privilege: Courts generally reject claims of attorney-client privilege. In Gjerde v. United States, the court
rejected the taxpayer’s argument that the attorney-client privilege protected his bank records from being
summoned. The taxpayer, a licensed California attorney, argued that examination of his bank records,
which included two of his client trust accounts, would contravene his duty under state law to preserve
client confidences and would violate the attorney-client privilege.”* The court concluded that the bank
records were not communications made in the attorney’s capacity as a legal adviser in the course of receiv-

ing or giving legal advice and therefore were not protected by the attorney-client privilege.>

In United States v. Eaton Corp.,>® the taxpayer challenged multiple summonses, asserting various privileges
including attorney-client privilege. In the first summons the court reviewed, a business failed to provide
the IRS with a document-by-document privilege log but asserted that the information sought had been
compiled in the course of seeking legal advice and provided a corroborating declaration from its vice
president of federal tax strategy.”” The court concluded that, pursuant to Federal Rule of Civil Procedure
26(b)(5),%® the declaration was insufficient to establish the attorney-client privilege because it did not pro-
vide enough information about the documents withheld to enable the government to assess the claim of
privilege.”® In the second and third summonses it reviewed, the court found the privilege was sufficiently
substantiated by the vice president’s declaration in conjunction with logs that included the subject matter
of the documents to which a privilege was asserted, the document type, the author, and the privilege
claimed.®® Accordingly, the court denied the governmenct’s petitions for enforcement of the second and

third summonses.

International Treaty Obligations: Courts denied two taxpayer motions to quash summonses and
granted one government motion to enforce a summons based on the government’s compliance with
international agreements. In United States v. Villarreal,*" the court considered the enforceability of an
IRS summons issued pursuant to the Agreement Between the United States of America and the United
Mexican States for the Exchange of Information with Respect to Taxes (“TIEA”). In that case, an official
of the taxing authority for Mexico, the Servicio de Administracion Tributaria (“SAT”), requested that the
IRS obtain records from an American bank through which SAT believed the taxpayer’s business trans-

ferred funds affecting the taxpayer’s Mexican income tax liability.

The court noted that the same four-part Powell test applies where the IRS issues a summons at the request
of a treaty partner.®> The taxpayer asserted that the IRS summons was not issued for a legitimate purpose

because it was being used to advance a “harassment campaign” by the SAT, and that the information
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110 A.FTR.2d (RIA) 5581 (E.D. Cal. 2012).
Id.

Id.

110 A.FTR.2d (RIA) 5638 (N.D. Ohio 2012).

U.S. v. Eaton Corp., 110 A.FTR.2d (RIA) 5638 (N.D. Ohio 2012).

Federal Rule of Civil Procedure 26(b)(5) provides that a party withholding information based on a claim of privilege must: “expressly make the
claims; and (ii) describe the nature of the documents, communications, or tangible things not produced or disclosed—and do so in a manner that,
without revealing information itself privileged or protected, will enable other parties to assess the claim.” Fed. R. Civ. R 26(b)(5).

U.S. v. Eaton Corp. 110 A.F.T.R.2d (RIA) 5638 (N.D. Ohio 2012).

Id. The court also found that the tax practitioner privilege applied to the information requested in the second and third summonses and the work
product privilege applied to the information requested in the third summons.

Villarreal v. U.S., 111 A.FT.R.2d (RIA) 1713 (10th Cir. 2013), aff’g 109 A.ET.R.2d (RIA) 1522 (D. Colo. 2012).
Id.
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sought was irrelevant. The court held that the taxpayer’s assertion of improper purpose was conclusory
and therefore insufficient to meet his burden of proof. Moreover, relying on Supreme Court precedent,
the court held that it is not the good faith of the foreign tax authority that is relevant in the analysis of
proper purpose but rather the good faith of the IRS.® The court also held that the information requested
by the summons need only be potentially relevant to an ongoing investigation; the information about the

taxpayer’s transferred funds satisfied this standard.®

The IRS prevailed in 33 cases involving motions to quash summonses, in part because the courts lacked
jurisdiction to hear the cases. The courts dismissed these cases for lack of jurisdiction for the following

reasons:

Lack of Jurisdiction Due to Procedural Requirements: The United States is immune from suit unless
Congress has expressly waived its sovereign immunity.”” Because a motion to quash service of an IRS
summons is a suit against the United States, a court has jurisdiction only when Congress has expressly
waived this immunity. When a taxpayer wishes to challenge an IRS summons issued to a third party,
federal law sets forth the exclusive method by which the taxpayer can proceed. IRC § 7609(b) allows a
taxpayer to initiate a proceeding in U.S. District Court for the district in which the third party resides,
but the proceeding must be initiated no later than 20 days from the date the notice of summons was
given. Courts have strictly construed the IRC § 7609(b) deadline when determining whether sovereign
immunity has been waived. For example, a court dismissed a pro se taxpayer’s motion to quash for lack
of jurisdiction because the taxpayer filed the motion two days after the 20-day limit expired.® Another
court held that it lacked subject matter jurisdiction over a petition to quash a third-party summons, where

the third parties neither resided in nor were found within the jurisdiction of the district court.®”

Lack of Jurisdiction Due to Notice Requirements: Courts denied multiple motions to quash because
the parties contesting the summonses were not entitled to notice of the summonses due to one of the IRC
§ 7609(c) exceptions and therefore lacked standing to contest their validity.®® In Bybee v. United States,
the government served third-party summonses on the taxpayer’s son and the son’s business during an
investigation into potential tax evasion by the taxpayer.”” The taxpayer moved to quash the summonses,
arguing that the IRS failed to give him proper statutory notice. The court rejected this argument because
the summonses were not issued to third-party record-keepers and therefore the taxpayer had no right to
notice of the summons.”’ The court held that sovereign immunity had not been waived and the court

lacked subject matter jurisdiction.
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U.S. v. Stuart, 489 U.S. 353, 370 (1989).

Villarreal v. U.S., 111 A.F.T.R.2d (RIA) 1713 (10th Cir. 2013), aff’g 109 A.FT.R.2d (RIA) 1522 (D. Colo. 2012).

U.S. v. Dalm, 494 U.S. 596, 608 (1990).

U.S. v. Chavira, 111 A.FT.R.2d (RIA) 1931 (C.D. Cal. 2013).

Maxwell v. U.S., 876 F. Supp. 2d 22 (D.D.C. 2012).

IRC § 7609(c)(2)(E); See, e.g., U.S. v. Bybee, 110 A.FT.R.2d (RIA) 6212 (D. Utah 2012), adopted by 110 A.F.T.R.2d (RIA) 6215 (D. Utah 2012).
110 A.ET.R.2d (RIA) 6212 (D. Utah 2012), adopted by 110 A.FE.T.R.2d (RIA) 6215 (D. Utah 2012).

IRC § 7609 does not apply to any summons served on any person who is not a third-party record-keeper (as defined in IRC § 7603(b)). IRC §
7609(c)(2)(E)(ii).
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CONCLUSION

The IRS may issue a summons to obtain information needed to determine whether a tax return is cor-
rect or if a return should have been filed, to ascertain a taxpayer’s tax liability, or to collect a liability.”!
Accordingly, the IRS may request documents and testimony from taxpayers who have failed to provide
that information voluntarily. The IRS may also summon information from taxpayers at the request of

a foreign taxing authority with which the United States is a treaty partner. Taxpayers and third parties
rarely succeed in contesting IRS summonses due to the significant burden of proof and strict procedural
requirements. Courts have justified broad readings of the summons enforcement statutes to ensure IRS
investigatory powers are not unduly restricted.”> Thus, taxpayers seldom challenge summons enforcement
at the appellate level.”? It appears that the IRS will continue to rely heavily on its summons enforcement
power to effectively administer the IRC, and as a result, there will be challenges to these administrative

actions that will be decided by the courts.

71 IRC § 7602(a).
72 Flight Vehicles Consulting, Inc. v. U.S., 110 A.F.T.R.2d (RIA) 5487 (N.D. Cal. 2012), adopting 110 A.F.T.R.2d (RIA) 5484 (N.D. Cal. 2012).
73 Appeals were docketed in eight of the 117 cases reviewed herein.
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MLI Appeals From Collection Due Process Hearings Under IRC
#5 §§ 6320 and 6330

SUMMARY

Collection Due Process (CDP) hearings were created by the IRS Restructuring and Reform Act of 1998
(RRA 98).! CDP hearings provide taxpayers with an independent review by the IRS Office of Appeals
(Appeals) of the decision to file a Notice of Federal Tax Lien (NFTL) or the IRS’s proposal to undertake
a levy action. In other words, a CDP hearing gives taxpayers an opportunity for a meaningful hearing
before the IRS issues its first levy or immediately after it files its first NFTL with respect to a particular
tax liability. At the hearing, the taxpayer has the statutory right to raise any relevant issues related to the
unpaid tax, the lien, or the proposed levy, including the appropriateness of the collection action, collec-

tion alternatives, spousal defenses, and under certain circumstances, the underlying tax liability.?

Taxpayers have the right to judicial review of Appeals’ determinations if they timely request the CDP
hearing and timely petition the United States Tax Court.> Generally, the IRS suspends levy actions during

a levy hearing and any judicial review that may follow.*

Since 2003, CDP has been one of the federal tax issues most frequently litigated in the federal courts and
analyzed in the National Taxpayer Advocate’s Annual Reports to Congress. The trend continues this year,
with our review of litigated issues finding 105 opinions on CDP cases during the review period of June

1, 2012, through May 31, 2013.> Taxpayers prevailed in full in eight of these cases (nearly eight percent)
and in part in nine others (nearly nine percent). Of the 17 opinions where taxpayers prevailed in whole

or in part, seven taxpayers appeared pro se and ten were represented.

The cases discussed below demonstrate that CDP hearings serve an important function by providing
taxpayers with a forum to raise legitimate issues before the IRS deprives them of property. Many of these
decisions provide guidance on substantive issues. The Court imposed sanctions for inappropriate use of

the CDP process in three of the 105 cases reviewed.®

PRESENT LAW

Current law provides taxpayers an opportunity for independent review of an NFTL filed by the IRS
or of a proposed levy action.” As noted above, the purpose of CDP rights is to give taxpayers adequate

RRA 98, Pub. L. No. 105-206, § 3401, 112 Stat. 685, 746 (1998).

Internal Revenue Code (IRC) §§ 6320(c) (lien) and 6330(c) (levy). IRC § 6320(c) generally requires Appeals to follow the levy hearing procedures
under IRC § 6330 for the conduct of the lien hearing, the review requirements, and the balancing test.

3 Internal Revenue Code (IRC) § 6330(d) (setting forth the time requirements for obtaining judicial review of Appeals’ determination); IRC §§
6320(a)(3)(B) and 6330(a)(3)(B) (setting forth the time requirements for requesting a CDP hearing for lien and levy matters, respectively).

4 IRC § 6330(e)(1) provides that generally, levy actions are suspended during the CDP process (along with a corresponding suspension in the run-
ning of the limitations period for collecting the tax.). However, IRC § 6330(e)(2) allows the IRS to resume levy actions during judicial review upon
a showing of “good cause,” if the underlying tax liability is not at issue.

For a list of all cases reviewed, see Table 4 in Appendix lll, infra.

The Tax Court imposed penalties for frivolous proceedings under IRC § 6673 in the following three cases: Klingenberg v. Comm’, T.C. Memo.
2012-292; Mattson v. Comm’r, 508 F. App’x 653 (9th Cir. 2013); and Zook v. Comm’, T.C. Memo. 2013-128.

7 IRC §8§ 6320 and 6330. See RRA 98, Pub. L. No. 105-206, § 1001(a), 112 Stat. 685 (1998).
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notice of IRS collection activity and a meaningful hearing before the IRS deprives them of property.® The

hearing allows taxpayers to raise issues relating to collection of the liability, including:
= The appropriateness of collection actions;’

= Collection alternatives such as an installment agreement (IA), offer in compromise (OIC), posting

a bond, or substitution of other assets;'’
= Appropriate spousal defenses;"!

= The existence or amount of the underlying tax liability, but only if the taxpayer did not receive a

statutory notice of deficiency or have another opportunity to dispute the liability;'? and

= Any other relevant issue relating to the unpaid tax, the NFTL, or the proposed levy.”

A taxpayer cannot raise an issue considered at a prior administrative or judicial hearing if the taxpayer

participated meaningfully in that hearing or proceeding.!*

Procedural Collection Due Process Requirements

The IRS must provide a CDP notice to the taxpayer after it has filed the first NFTL or generally before
its first intended levy for the particular tax and tax period.”® The IRS must provide the notice not more
than five business days after the day of filing the NFTL, or at least 30 days before the day of the proposed
levy.'® If the IRS files a lien, the CDP lien notice must inform the taxpayer of the right to request a CDP
hearing within a 30-day period, which begins on the day after the end of the five-business-day period after
the filing of the NFTL." In the case of a proposed levy, the CDP levy notice must inform the taxpayer
of the right to request a hearing within the 30-day period beginning on the day after the date of the CDP

notice.'®

Requesting a CDP Hearing
Under both lien and levy procedures, the taxpayer must return a signed and dated written request for a
CDDP hearing within the applicable period.” The Code and regulations require taxpayers to provide their

reasons for requesting a hearing. Failure to provide the basis may result in denial of a face-to-face hear-

10
11
12
13
14
15

16

17
18
19
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Prior to RRA 98, the U.S. Supreme Court had held that a post-deprivation hearing was sufficient to satisfy due process concerns in the tax collec-
tion arena. See U.S. v. National Bank of Commerce, 472 U.S. 713, 719-722 (1985); Phillips v. Comm’r, 283 U.S. 589, 595-601 (1931).

IRC § 6330(c)(2)(A)(ii).

IRC § 6330(c)(2)(A)iii).

IRC § 6330(c)(2)(A)(i).

IRC § 6330(c)(2)(B)

IRC § 6330(c)(2)(A); Treas. Reg. §§ 301.6320-1(e) and 301.6330-1(e).
IRC §§ 6330(c)(4).

IRC § 6330(f) permits the IRS to levy without first giving a taxpayer a CDP notice in the following situations: the collection of tax is in jeopardy,

a levy was served on a state to collect a state tax refund, the levy is a disqualified employment tax levy; or the levy was served on a federal
contractor. A disqualified employment tax levy is any levy to collect employment taxes for any taxable period if the person subject to the levy (or
any predecessor thereof) requested a CDP hearing with respect to unpaid employment taxes arising in the most recent two-year period before the
beginning of the taxable period with respect to which the levy is served. IRC § 6330(h).

IRC § 6320(a)(2) and §§ 6330(a)(2). The CDP notice can be provided to the taxpayer in person, left at the taxpayer’s residence or dwelling, or
sent by certified or registered mail (return receipt requested) to the taxpayer’s last known address.

IRC § 6320(a)(3)(B); Treas. Reg. § 301.6320-1(b)(1).
IRC § 6330(a)(3)(B); Treas. Reg. § 301.6320-1(b)(1).
IRC §§ 6330(a)(3)(B) and 6320(a)(3)(B); Treas. Reg. §§ 301.6320-1(c)(2)A-CL(ii) and 301.6330-1(c)(2)A-CA(ii).
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ing.? Taxpayers who fail to timely request a CDP hearing will be afforded an “equivalent hearing,” which
is similar to a CDP hearing, but without judicial review.?! Taxpayers must request an equivalent hearing
within the one-year period beginning the day after the five-business-day period following the filing of the
NFTL, or in levy cases, within the one-year period beginning the day after the date of the CDP notice.*?

Conduct of a CDP Hearing

The IRS generally will suspend levy action throughout a CDP hearing involving a notice of intent to levy,

unless it determines that:
® The collection of tax is in jeopardy;
® The collection resulted from a levy on a state tax refund;
® The IRS has served a disqualified employment tax levy; or

= The IRS has served a federal contractor levy.”

The IRS also suspends collection activity throughout any judicial review of Appeals’ determination, except
if an appeal is pending, the underlying tax liability is not at issue, and the IRS can demonstrate good

cause to resume collection activity.*

CDP hearings are informal. When a taxpayer requests a hearing with respect to both a lien and a pro-
posed levy, Appeals will attempt to conduct one hearing.> Courts have determined that a CDP hearing
need not be face-to-face but can take place by telephone or correspondence,® and Appeals will conduct

the hearing by telephone unless the taxpayer requests a face-to-face conference.”’ The CDP regula-
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IRC §86320(b)(1) and 6330(b)(1); Treas. Reg. §§ 301.6320-1(c)(2)A-C1, 301.6330-1(c)(2) A-C1, 301.6320-1(d)(2) A-D8 and 301.6330-1(d)
(2)A-D8. The regulations require the IRS to provide the taxpayer an opportunity to “cure” any defect in a timely filed hearing request, including
providing a reason for the hearing. Form 12153 includes space for the taxpayer to identify collection alternatives that he or she wants Appeals
to consider, as well as examples of common reasons for requesting a hearing. See IRS Form 12153, Requests for Collection Due Process or
Equivalent Hearing (Mar. 2011).

Treas. Reg. §§ 301.6320-1(i)(2) Q&A-116 and 301.6330-1(2) Q&A-116; Business Integration Services, Inc. v. Comm’r, T.C. Memo. 2012-342;
Moorhous v. Comm’r, 116 T.C. 263 (2001). A taxpayer can request an Equivalent Hearing by checking a box on Form 12153, Request for
Collection Due Process or Equivalent Hearing, by making a written request, or by confirming that he or she wants the untimely CDP hearing request
to be treated as an Equivalent Hearing when notified by Collection of an untimely CDP hearing request. Internal Revenue Manual 5.19.8.4.3,
Equivalent Hearing (EH) Requests and timeliness of EH Requests (Nov. 1, 2007).

Treas. Reg. §8§ 301.6320-1(i)(2)A-17 and 301.6330-1(i)(2)A-17.

IRC § 6330(e)(1) provides the general rule for suspending collection activity. IRC § 6330(f) provides that if collection of the tax is deemed in
jeopardy, the collection resulted from a levy on a state tax refund, or the IRS served a disqualified employment tax levy or a federal contractor levy,
IRC § 6330 does not apply, except to provide the opportunity for a CDP hearing within a reasonable time after the levy. See Clark v. Comm’r, 125
T.C. 108, 110 (2005) (citing Dora v. Comm’r, 119 T.C. 356 (2002)).

IRC § 6330(e)(1) and (e)(2).
IRC § 6320(b)(4).

Katz v. Comm’r, 115 T.C. 329, 337-38 (2000) (finding that telephone conversations between the taxpayer and the Appeals Officer constituted a
hearing as provided in IRC § 6320(b)). Treas. Reg. §§ 301.6320-1(d)(2)A-D6, A-D8 and 301.6330-1(d)(2) A-D6, A-D8.

See, e.g., Appeals Letter 4141 (rev. Aug. 2012) (acknowledging the taxpayer’s request for a CDP hearing and providing information on the
availability of face-to-face conference). The National Taxpayer Advocate has repeatedly raised concerns regarding the inadequacy of Appeals’
communication to taxpayers on how to request a face-to-face hearing and where this information is included in the letter. See National Taxpayer
Advocate 2005 Annual Report to Congress 136 (Most Serious Problem: Appeals Campus Centralization); National Taxpayer Advocate 2009 Annual
Report to Congress 70 (Most Serious Problem: Appeals’ Efficiency Initiatives Have Not Improved Customer Satisfaction or Confidence in Appeals);
National Taxpayer Advocate 2010 Annual Report to Congress 128 (Most Serious Problem: The IRS’s Failure to Provide Timely and Adequate
Collection Due Process Hearings May Deprive Taxpayers of an Opportunity to Have Their Cases Fully Considered). In response to taxpayers’ and
their representatives’ dissatisfaction with the Appeals’ CDP hearings, including the difficulty of receiving a face-to-face hearing, TAS worked with
Appeals to test the use of “telepresence” or “virtual” face-to-face hearings. This test began in 2011 between two Low Income Taxpayer Clinics
and two campus Appeals units and is ongoing. For a further discussion, see Status Update: The IRS Has Made Significant Progress in Delivering
Virtual Face-to-Face Service and Should Expand Its Initiatives to Meet Taxpayer Needs and Improve Compliance, supra.
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tions state that taxpayers who provide non-frivolous reasons for opposing the IRS collection action will
generally be offered but not guaranteed face-to-face conferences.”® Taxpayers making frivolous arguments
are not entitled to face-to-face conferences.”” A taxpayer will not be granted a face-to-face conference
concerning a collection alternative, such as an installment agreement (IA) or offer in compromise (OIC),
unless other taxpayers would be eligible for the alternative under similar circumstances.*® For example,
the IRS will not grant a face-to-face conference to a taxpayer who proposes an OIC as the only issue to
be addressed but has failed to file all required returns and is therefore ineligible for an offer. Appeals may,
however, at its discretion, grant a face-to-face conference to explain the eligibility requirements for a col-

lection alternative.?'

The CDP hearing is to be held by an impartial officer from Appeals, who is barred from engaging in ex
parte communication with IRS employees about the substance of the case and who has had “no prior
involvement” in the case.? In addition to addressing the issues raised by the taxpayer, the Appeals Officer
must verify that the IRS has met the requirements of all applicable laws and administrative procedures.”
In its determination, Appeals must weigh the issues raised by the taxpayer and decide whether the pro-
posed collection action “balances the need for efficient collection of taxes with the legitimate concern of

the taxpayer that any collection be no more intrusive than necessary.”*

Special rules apply to the IRS’s handling of hearing requests that raise frivolous issues. IRC § 6330(g)
provides that the IRS may disregard any portion of a hearing request based on a position the IRS has
identified as frivolous, or that reflects a desire to delay or impede the administration of tax laws.”
Similarly, IRC § 6330(c)(4) provides that a taxpayer cannot raise an issue if it is based on a position

identified as frivolous or reflects a desire to delay or impede tax administration.

IRC § 6702(b) allows the IRS to impose a penalty for a specified frivolous submission, including a
frivolous CDP hearing request.*® A request is subject to the penalty if any part of it “(i) is based on a
position which the Secretary has identified as frivolous...or (ii) reflects a desire to delay or impede the
administration of the Federal tax laws.”” In Thornberry v. Commissioner, the Tax Court held that if
Appeals determines a request for an administrative hearing is based entirely on a frivolous position under
IRC § 6702(c), and issues a notice stating that Appeals will disregard the request, the Tax Court does

have jurisdiction to review Appeals’ decision if the taxpayer timely petitions for review. The court found
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Treas. Reg. § 301.6320-1(d)(2) A-DS.

Treas. Reg. §§ 301.6320-1(d)(2) AD7 and 301.6330-1(d)(2) A-DS.
Treas. Reg. §§ 301.6320-1(d)(2) AD8 and 301.6330-1(d)(2) A-DS.
Treas. Reg. §§ 301.6320-1(d)(2) A-D8 and 301.6330-1(d)(2) A-DS.

IRC §§ 6320(b)(1), 6320(b)(3), 6330(b)(1) and 6330(b)(3). See also Rev. Proc. 2012-18, 2012-1 C.B. 455. See, e.g., Industrial Investors v.
Comm’r, T.C. Memo. 2007-93; Moore v. Comm’r, T.C. Memo. 2006-93, action on dec., 2007-2 (Feb. 27, 2007); Cox v. Comm’, 514 F.3d 1119,
1124-28 (10th Cir. 2008), action on dec., 2009-22 (June 1, 2009).

IRC § 6330(c)(1); Hoyle v. Comm', 131 T.C. 197 (2008).
IRC § 6330(c)(3)(C).

IRC § 6330(g). Section 6330(g) is effective for submissions made and issues raised after the date on which the IRS first prescribed a list of
frivolous positions. Notice 2007-30, 2007-1 C.B. 883, which was published on or about April 2, 2007, provided the first published list of frivolous
positions. Notice 2010-33, 2010-17 C.B. 609, contains the current list.

The frivolous submission penalty applies to the following submissions: CDP hearing request, OIC, IA, and application for a Taxpayer Assistance
Order.

IRC § 6702(b)(2)(a). Before asserting the penalty, the IRS must notify the taxpayer that it has determined that the taxpayer filed a frivolous hear-
ing request. The taxpayer then has 30 days to withdraw the submission to avoid the penalty.
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Appeals’ letter disregarding the hearing request was a determination conferring jurisdiction under IRC §

6330(d)(1) because it authorized the IRS to proceed with the disputed collection action.

Judicial Review of CDP Determination

Within 30 days of Appeals” determination, the taxpayer may petition the Tax Court for judicial review.*
The Tax Court will only consider issues, including challenges to the underlying liability, that were proper-
ly raised during the CDP hearing.** An issue is not properly raised if the taxpayer fails to request Appeals
consideration of the issue or the taxpayer requests consideration but fails to present any evidence regard-
ing that issue after being given a reasonable opportunity.*' The Tax Court, however, may remand a case
back to Appeals for more fact finding when the taxpayer’s factual circumstances have materially changed

between the hearing and the trial.2

When the case is remanded, the Tax Court retains jurisdiction.” The
resulting hearing on remand provides the parties with an opportunity to complete the initial hearing while

preserving the taxpayer’s right to receive judicial review of the ultimate administrative determination.*

Where the validity of the underlying tax liability is properly at issue in the hearing, the court will review
the amount of the tax liability on a de novo basis.* Where the Tax Court is reviewing the appropriateness
of the collection action or subsidiary factual and legal findings, the court will review these determinations

under an abuse of discretion standard.“

ANALYSIS OF LITIGATED CASES

We identified and reviewed 105 CDP court opinions, a nine percent decrease from the 116 cases in last
year’s report. As shown in the chart below, litigation of CDP cases considered by the court has been
averaging about 110 cases per year over the past four years since 2010. The 105 opinions identified this
year do not reflect the full number of CDP cases because the court does not issue an opinion in all cases.
Some are resolved through settlements, and in other cases taxpayers do not pursue litigation after filing a
petition with the court. The Tax Court also disposes of some cases by issuing unpublished orders. Table
5 in Appendix IIT provides a detailed list of the CDP opinions, including specific information about the

issues, the types of taxpayers involved, and the outcomes of the cases.
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Thornberry v. Comm’r, 136 T.C. 356 (2011). The Office of Chief Counsel disagrees with the Thornberry holding and will continue to file motions to
dismiss for lack of jurisdiction if the taxpayer petitions for Tax Court review of a denial, under § 6330(g), of a CDP hearing request that was deter-
mined to be based on a frivolous position. See Chief Counsel Directives Manual (CCDM) 35.3.23.5.1, Motion to Dismiss for Lack of Jurisdiction
When CDP Hearing Request Denied Under Section 6330(g) (July 25, 2012).

IRC § 6330(d)(1).
Giamelli v. Commissioner, 129 T.C. 107 (2007).
Treas. Reg. §§ 301.6320-1(f)(2) Q&A-F3, 301.6330-1(f)(2) Q&A-F3.

Churchill v. Commissioner, T.C. Memo. 2011-182; see also CCN-2013-002 (Nov. 30, 2012), which provides Counsel attorneys with instructions on
when a remand based on changed circumstances might be appropriate.

Pomeroy v. Comm’r, T.C. Memo 2013-26.
Wadleigh v. Commissioner, 134 T.C. 280, 299 (2010).

The legislative history of RRA 98 addresses the standard of review courts should apply in reviewing Appeals’ CDP determinations. H.R. Rep. No.
1059-99, at 266 (Conf. Rep.). The term de novo means anew. Black’s Law Dictionary, 447 (7th Ed. 1999).

See, e.g., Murphy v. Comm’r, 469 F.3d 27 (1st Cir. 2006); Dalton v. Comm’r, 682 F.3d 149 (1st Cir. 2012).
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FIGURE 3.5.1, CDP Cases Litigated Between 2007 and 2013*"

- Number of Cases Litigated, June 1-May 31

0

2007 2008 2009 2010 2011 2012 2013
Year Ending May 31

Litigation Success Rate

Taxpayers prevailed in full in eight of the 105 cases brought during the year ending May 31, 2013 (nearly
eight percent).”® Taxpayers prevailed in part in nine other cases (nearly nine percent). Of the cases in
which the courts found for the taxpayer in whole or in part, the taxpayers appeared pro se in seven cases
and were represented in ten others. The IRS prevailed fully in 84 percent of cases, the lowest percentage

since 2003 when CDP first appeared as a Most Litigated Issue in the Annual Report to Congress.

FIGURE 3.5.2, Success Rates in CDP Cases®

Court
Decision 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013
Decided for IRS | 96% 95% 89% 90% 92% 90% 92% 89% 92% 86% 84%
Decided for 1% 4% 8% 8% 5% 8% 4% 10% 3% 7% 8%
Taxpayer
Split Decision 3% 1% 3% 2% 3% 2% 4% 2% 3% 6% 9%
Neither N/A N/A N/A N/A Less N/A N/A N/A 1% Less N/A
than than
1% 1%

47 National Taxpayer Advocate 2007 Annual Report to Congress 569; National Taxpayer Advocate 2008 Annual Report to Congress 476; National
Taxpayer Advocate 2009 Annual Report to Congress 418; National Taxpayer Advocate 2010 Annual Report to Congress 436; National Taxpayer
Advocate 2011 Annual Report to Congress 619; National Taxpayer Advocate 2012 Annual Report to Congress 595.

48 Antioco v. Comm’r, T.C. Memo. 2013-35; ENSYC Technologies v. Comm’r, T.C. Summ. Op. 2012-55; Fielder v. Comm’r, T.C. Memo. 2012-284; JAG
Brokerage v. Comm’r, T.C. Memo. 2012-315; Jones v. Comm’r, T.C. Memo. 2012-274; Lane v. Comm’r, T.C. Memo. 2013-121; Lepore v. Comm’r, T.C.
Memo. 2013-135; Moore v. Comm’r, T.C. Summ. Op. 2012-116; Pomeroy v. Comm’ T.C. Memo. 2013-26.

49  Numbers have been rounded to nearest percentage and may not add to 100% due to rounding. A “split” decision refers to a case with multiple
issues where both the IRS and the taxpayer prevail on one or more substantive issues. A “neither” decision refers to a case where the court’s
decision was not in favor of either party.
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The cases discussed below are those the National Taxpayer Advocate considers significant or noteworthy.
Their outcomes can provide important information to Congress, the IRS, and taxpayers about the rules
and operation of CDP hearings. Equally important, all of the cases offer the IRS an opportunity to

improve the CDP process, and collection practices in general, in both application and execution.

Dalton v. Commissioner

In Dalton v. Commissioner,® the United States Court of Appeals for the First Circuit decided the proper
standard of review with respect to subsidiary legal and factual findings made by Appeals during the CDP
process. In this case, the taxpayers (husband and wife) owned and operated a construction business that
failed to pay its payroll taxes. The business went bankrupt, and the IRS assessed trust fund recovery pen-
alties (TFRPs) under IRC § 6672 against the taxpayers for the unpaid taxes, which with interest exceeded
$400,000. When the IRS sent the taxpayers a CDP levy notice, they requested a CDP hearing, at which
they requested an OIC based on doubt as to collectibility and proposed to pay $10,000 to fully settle the
liabilities.’ The Appeals Officer (AO) rejected the offer because it did not include the value of property
held by a trust. The AO included the trust property when calculating an acceptable offer amount because
the AO concluded the trust was the nominee of the taxpayer. The taxpayers argued they held no legal
interest in the trust property and appealed to the Tax Court.

The Tax Court initially remanded the case to Appeals with the instruction that the nominee question

be reconsidered under state law principles.’? On remand, Appeals issued a supplemental Notice of
Determination (NOD) concluding again that the trust was the nominee of the taxpayers, as a Maine
court would likely borrow nominee principles from federal law, and again rejected the taxpayers” OIC.
The Tax Court reviewed the AO’s supplemental determination to include the trust property when evaluat-
ing the OIC under a de novo standard. It found in analyzing the state law that the taxpayers were not the
owners of the trust property and thus held that the AO’s supplemental determination to proceed with the

levy was an abuse of discretion.”

The IRS appealed the Tax Court’s decision to the First Circuit, which reversed the Tax Court’s decision,
holding that the proper standard of review with respect to subsidiary factual and legal determinations
made by Appeals during the CDP process is abuse of discretion, not de novo. The First Circuit rea-
soned that the Tax Court should not review Appeals’ factual and legal determinations anew under the
de novo standard but should instead should just analyze whether Appeals” subsidiary determinations are

reasonable.

Under this more deferential standard of review, the Court found that Appeals did not abuse its discre-
tion when it rejected the OIC based on its legal finding that the trust property was the property of the

taxpayer. It found the IRS’s determination that the trust was a nominee was reasonable based on the
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682 F.3d 149 (1st Cir. 2012).

An OIC is an agreement between a taxpayer and the government that settles a tax liability for payment of less that the full amount the IRS
believes is owed. IRC § 7122. There are several grounds for an OIC, doubt as to collectibility, doubt as to liability, and effective tax administra-
tion. Doubt as to collectibility exists when the taxpayer’s assets and income are less than the liability. Treas. Reg. § 301.7122-1(b).

Dalton v. Comm’r, T.C. Memo 2008-165.
Dalton v. Comm’r, 135 T.C. 393 (2010).
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facts known by Appeals at the time of the hearing. Significant facts cited by the IRS that supported the

nominee finding included the following:
= The taxpayers received only one dollar at the property’s sale to the grantor of the trust;

® The taxpayers continued to maintain sole possession without payments of rent;

The trust beneficiaries were the taxpayers’ children; and

The taxpayers paid the mortgage and property taxes.

Finally, the First Circuit reiterated that Congress intended CDP hearings to be informal, including the
investigation of facts. In light of the informalities of the CDDP hearings, the First Circuit held that a
reviewing court’s objective should be to evaluate the reasonableness of Appeals’ subsidiary determination.
As long as Appeals has reached a reasonable conclusion on questions of fact and law during the CDP

process, Appeals has not abused its discretion.”*

Antioco v. Commissioner

In Antioco v. Commissioner,” a 71-year-old taxpayer sold her primary residence, which doubled as a bed
and breakfast, to pay marital debts following a divorce. The taxpayer received her portion of the sale
proceeds, which were substantial, and used these proceeds (believing the sale of the residence was exempt
from tax) as a down payment to purchase a five-unit apartment building. The taxpayer lived in one unit,
used a second unit to house her 96-year-old mother, and rented the three others. Learning later that she

was obliged to report the income, she did so in August 2008, but without remitting payment.

In response to the CDP levy notice, the taxpayer requested a CDP hearing and offered to pay $1,000 a
month until she could refinance the building to satisfy the tax. The taxpayer was experiencing difficulty
in securing an agreement to refinance because her income was too low. Since her elderly mother was
suffering from health issues and the taxpayer relied on rental income to survive, she argued that the levy
would create an “economic hardship” for them both. Nevertheless, Appeals issued an NOD sustaining
the proposed levy action and rejecting the taxpayer’s proposal for an installment agreement due to failure

to submit a new financial information statement. The taxpayer sought Tax Court review of the NOD.

Prior to trial, the Commissioner requested, and was granted, a motion to remand the case. At that time,
the Commissioner conceded the AO had abused her discretion by not asking for revised financial forms
and by not addressing the taxpayer’s “economic hardship” argument.®

On remand, a new AO issued a supplemental NOD sustaining the proposed levy on the basis that the
taxpayer could afford to pay her tax liabilities. The AO alleged the taxpayer committed fraud when she
subsequently put her mother’s name on the apartment building’s deed to meet the terms of a refinancing

agreement. The AO also alleged the taxpayer had deliberately transferred all her equity in the building to

54 As of the writing of this report, Dalton has been cited in ten decisions as well as two amicus briefs. Reactions to the Dalton decision are mixed.

See Susan Simmons, First Circuit Uses New Standard in CDP Case, 136 Tax Notes 159 (July 9, 2012) (“The First Circuit appears to have broken
new ground in applying a reasonableness standard to findings of law in CDP determinations. Whether that’s helpful or reasonable remains to

. See also Adam Cole, Student Case Note: A Preference for Deference: The Benefits of the First Circuit’s Customized Standard of Review
for Collection Due Process Appeals in Dalton v. Commissioner, 58 Vill. L. Rev. 239 (2013) (arguing that the First Circuit reached the correct result
because the Dalton standard of review increases efficiency and fairness, and is consistent with the purpose of CDP).

55 T.C. Memo. 2013-35.
56 T.C. Memo. 2013-35 at 3.
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her ailing mother by including her on the deed. Additionally, the AO refused to consider the taxpayer’s

“economic hardship” argument, labeling the issue of her 96-year-old mother a “diversionary argument.””’

The Tax Court could not uphold the supplemental NOD on any of the stated grounds and found the AO
had abused his discretion in sustaining the proposed levy. The court found the AO’s determination was
not supported by the administrative record and the AO drew conclusions of fraud without performing

an insolvency analysis. The Tax Court found an abuse of discretion in that the AO failed to consider the
economic hardship argument and failed to ask the taxpayer to submit revised financial forms, which the
court had ordered. The court remanded the case for a second time and instructed the AO to consider

the taxpayer’s revised financial information, proposed installment agreement, special circumstances, and

“economic hardship” claims.

Pomeroy v. Commissioner

In Pomeroy v. Commissioner,’® the taxpayers (husband and wife) timely requested a CDP hearing in
response to the CDP lien notice. In their hearing request, the taxpayers stated they planned to submit an
offer in compromise to settle their tax liabilities. The taxpayers then submitted an OIC based on doubt
as to collectibility offering to settle the debt for $25,000. After the OIC was sent to the centralized offer
unit (COIC), the taxpayers notified the offer examiner that the husband had suffered a severe stroke and
was on his deathbed. The examiner responded by asking the taxpayers to provide more information,
including a doctor’s written prognosis, if they wanted the medical condition to be considered in the OIC
review. The taxpayers submitted additional documentation stating a doctor’s prognosis was forthcoming.
However, because the examiner did not receive the documentation within ten days of the request, she
determined that the taxpayers could fully pay and returned the case to Appeals. Upon receiving the new
documentation, Appeals assigned a Settlement Officer (SO) to review the OIC. The SO issued a NOD
approving the examiner’s calculations, rejecting the OIC, and sustaining the NFTL filing.

The taxpayers appealed to the Tax Court and argued, among other things, that the husband’s medical
condition qualified them for an OIC based on effective tax administration (ETA) even though the taxpay-
ers had submitted the OIC based on doubt as to collectibility.”” In particular, the taxpayers argued that
Appeals did not properly consider Mr. Pomeroy’s stroke when determining whether the taxpayers could
full pay. The court found that because the administrative record was incomplete with regard to the hus-
band’s medical condition, it could not determine whether Appeals abused its discretion when it rejected
the OIC and remanded the case so the record could be supplemented. The Tax Court also noted that the
SO did not make adequate efforts to ascertain the current status of the taxpayer husband’s health or his

prognosis. The case was remanded to the Appeals Office to supplement the record accordingly.

Brombach v. Commissioner

In Brombach v. Commissioner, the IRS filed an NFTL and sent the taxpayer a CDP lien notice. The
taxpayer timely requested a CDP hearing and proposed an OIC in which he would pay $28,000 in full

57 T.C. Memo. 2013-35 at 4.
58 T.C. Memo. 2013-26.

59 An ETA offer may be entered into when the IRS determines that although collection in full is possible, it would cause the taxpayer economic hard-
ship or where public policy or equity considerations support compromise. Treas. Reg. § 301.7122-1(b).

60 T.C. Memo. 2012-265.
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settlement of his tax liabilities, which exceeded $150,000. The taxpayer explained in a letter submitted
with the OIC that his monthly expenses exceeded the national standards the IRS adopted, pointing to a
number of “special circumstances.” The AO rejected this offer, finding no special circumstances making

the offer acceptable.

The Tax Court, in determining whether the IRS abused its discretion in rejecting the taxpayer’s OIC,
considered the IRS’s “reasonable collection potential” (RCP) calculations. The court held that the IRS
did not abuse its discretion in determining that taxpayer’s interest in motorcycles, which he jointly owned
with his wife, was half the motorcycles’ realizable value; in allowing housing expenses less than the tax-
payer claimed; or in determining that no special circumstances existed to require acceptance of the OIC.
The Tax Court agreed in part that the IRS abused its discretion in estimating the taxpayer’s monthly tax
expenses, using an unusually short payout period. Despite this mistake, the Tax Court held the proposed
offer of $28,000 was still lower than the taxpayer’s RCP and therefore Appeals did not abuse its discretion
in rejecting the OIC.

Cantrell v. Commissioner

In Cantrell v. Commissioner,® the taxpayer requested a CDP hearing after receiving a CDP lien and levy
notice relating to tax year 2001. After requesting the hearing, the taxpayer filed an amended 2001 tax
return. The AO provided the taxpayer with a payoff amount to settle his tax liabilities based on the
amended return. The taxpayer provided the AO with a check for that amount, but the AO forwarded the
amended return to a Revenue Agent who then informed the taxpayer that the return was under examina-
tion. Ultimately, the Revenue Agent sent the amended return back to the AO with the recommendation
that it be rejected. The AO then issued a notice of determination sustaining the NFTL filing and the
proposed levy. In response, the taxpayer filed a petition with the Tax Court, arguing that his prior pay-
ment by check, which he presented to the AO, should have settled his entire liabilities for 2001.

The Tax Court noted that only authorized agents or officials representing the Commissioner are empow-
ered to enter into settlement agreements, and AOs are not authorized agents for these purposes. Thus,
the court determined the AO’s acceptance of the check did not settle the taxpayer’s liability. The court
reviewed the underlying liability de novo, since the taxpayer did not receive a notice of deficiency or
otherwise have an opportunity to contest the liability. The court found the petitioner failed to provide
documentation to support the deductions claimed on the amended return. Thus, the IRS did not abuse

its discretion in deciding to proceed with the proposed collection actions.

Hinerfeld v. Commissioner

In Hinerfeld v. Commissioner,** the taxpayer sought Tax Court review of Appeals’ determination to sustain
a proposed levy. The taxpayer, a corporate officer, owed TFRPs stemming from various unpaid quarterly
employment tax periods for Thermacon Industries, Inc. (Thermacon).® During the CDP hearing, the
SO indicated she would accept the taxpayer’s amended OIC, because it proposed to pay the amount that
the SO calculated as the taxpayer’s RCP. However, the OIC was subject to review by Area Counsel as
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T.C. Memo. 2012-257.
139 T.C. 277 (2012).

The taxpayer did not dispute the liability. The quarterly periods owed were for the quarters ending September 30 and December 31, 2002; March
31, September 30, and December 31, 2003; and June 30, 2004.
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prescribed in IRC § 7122(b) for OICs made in cases with tax assessments of $50,000 or more.®* Area
Counsel’s review discovered the taxpayer was involved in pending litigation over asset transfers from
Thermacon to corporations owned by the taxpayer’s immediate family. The complaint filed in this litiga-
tion alleged the taxpayer and his wife made fraudulent conveyances that left Thermacon unable to pay its
creditors.” Since the assets transferred were valued at $2.2 million, the taxpayer made conflicting state-
ments, and since the wife was suspected of serving as the taxpayer’s nominee, Area Counsel recommended
the SO reject the taxpayer’s amended OIC. The SO’s manager agreed and notified the taxpayer that his
account could be placed in “currently not collectible” (CNC) status until the litigation was resolved. The

taxpayer disagreed with Appeals’ determination to reject the OIC and petitioned the Tax Court.

The taxpayer argued that Appeals participated in prohibited ex parte communications with Area Counsel.
The court analyzed administrative guidelines prohibiting certain ex parte communications and found in
favor of the IRS. First, the court determined that the ex parte communications did not fall within the
limitations prescribed in Rev. Proc. 2000-43, because there was some evidence the Appeals manager
had exercised independent judgment in rejecting the offer. Second, the court found the Area Counsel’s

ex parte communications were mandated by statute under IRC § 7122(b). The court reviewed original
legislative intent to reconcile IRC § 1001(a)(4)*” and IRC § 7122(b). It concluded the ex parte communi-
cations in this instance fulfilled supervisory responsibilities and were therefore not prohibited. Finally, the
court found no abuse of discretion because it concluded no undue influence was exerted by Area Counsel

over Appeals during its independent review of the case and found all procedures were properly followed.

Imposition of Sanctions

IRC § 6673(a)(1) authorizes the Tax Court to impose sanctions when it appears the taxpayer instituted or
maintained proceedings primarily for delay or when the taxpayer’s position is frivolous or groundless.”® As
we found in last year’s analysis, the court imposed these penalties in only a few CDDP cases. Of the 105 cases
reviewed this year, the court imposed sanctions in only three, or approximately three percent.®” Last year,
with 116 CDP cases decided, the court imposed sanctions in eight cases, or seven percent.”® This low num-

ber may be attributable to IRC § 6330(g), which allows the IRS to disregard a frivolous hearing request.
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Section 7122(b) provides that if the Secretary makes a compromise in a civil case in which the unpaid amount of the tax assessed is $50,000 or
more, an opinion of the General Counsel for the Department of the Treasury, or his delegate, shall be placed on file in the office of the Secretary.
See also Treas. Reg. 301.7122-1(e)(6); CCDM 33.3.2.1(2), Authority to Compromise (Nov. 4, 2010).

Area Counsel discovered that the taxpayer and his wife were named as codefendants in a lawsuit filed in the U.S. District Court for the District of
New Jersey on Oct. 2, 2007. The pending lawsuit, Multi-Glass Atlantic, Inc. v. Alnor Assocs., LLC, No. 1:07-cv-04760 (D.N.J. filed Oct. 2, 2007), con-
cerned the sale of substantially all of Thermacon’s assets pursuant to an asset purchase agreement the taxpayer signed on Thermacon’s behalf
on September 13, 2004, to Reelan Industries, Inc., a corporation wholly owned by the taxpayer’s children and RJTL, Inc., a corporation wholly
owned by Ruth Hinerfeld and the taxpayer’s children.

The taxpayer cited Rev. Proc. 2000-43, 2000-2 C.B. 404 (superseded by Rev. Proc. 2012-12, 2012-10 |.R.B. 455, effective after May 15, 2012.)
Rev. Proc. 2000-43, Q&A-11, 2000-2 C.B. at 4086, specifically addresses communications between Appeals and the Office of Chief Counsel, A-11
provides three limitations on communications between Appeals employees and Office of Chief Counsel attorneys: (1) Appeals employees must

not communicate with Chief Counsel attorneys who have previously provided advice to the IRS employees who made the determination Appeals

is reviewing; (2) requests for legal advice where the answer is uncertain should be referred to the Chief Counsel’s National Office and handled as
requests for field service advice or technical advice; and (3) although Appeals employees may obtain legal advice from the Office of Chief Counsel,
they remain responsible for making independent evaluations and judgments concerning the cases appealed to them, and Counsel attorneys are
prohibited from offering advice that includes settlement ranges for any issues in an appealed case.

RRA 98, Pub. L. No. 105-206, § 1001(a)(4), 112 Stat. 685, 689 (1998). RRA 98 § 1001(a)(4) states, "ensure an independent appeals function
within the Internal Revenue Service, including the prohibition in the plan of ex parte communications between appeals officers and other Internal
Revenue Service employees to the extent that such communications appear to compromise the independence of the appeals officers.”

See Most Litigated Issue: Frivolous Issues Penalty Under IRC § 6673 and Related Appellate Level Sanctions, infra
Klingberg v. Comm’r, T.C. Memo. 2012-292; Mattson v. Comm’r, 508 F. App’x 653 (9th Cir. 2013); Zook v. Comm’r, T.C. Memo. 2013-128.
National Taxpayer Advocate 2012 Annual Report to Congress 608.
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Pro Se Analysis

Pro se taxpayers (those without the benefit of counsel) litigated 70 (or 67 percent) of the 105 cases
brought before the Tax Court, a decrease from the previous year. Table 3.5.3 shows the breakdown of pro
se and represented cases and the decisions rendered by the court indicating that 17 taxpayers, represented

or unrepresented (or about 16 percent of the 105 cases), received some relief on judicial review.

FIGURE 3.5.3, Pro Se and Represented Taxpayer Cases and Decisions’

Pro Se Taxpayers Represented Taxpaye
Court Decisions ‘ Volume ‘ Percentage of Total ‘ Volume ‘ Percentage of Total
Decided for IRS 63 90% 25 71%
Decided for Taxpayer 2 3% 6 17%
Split Decisions 5 7% 4 11%
Totals 70 35
CONCLUSION

CDP hearings provide an invaluable opportunity for taxpayers to meaningfully address the appropriate-
ness of IRS collection actions. Given the important protection that CDP hearings offer, it is unsurprising

that CDP remains one of the most frequently litigated issues.

The opinions reviewed this year suggest the communication process between the taxpayer and the Appeals
Officers occasionally breaks down. For example, in one case, the taxpayer did not provide the requested
documentation.” In another, the taxpayer provided the documentation but it was not timely, and once
associated with the case was not fully considered.”” In a third case, the AO did not request the documen-
tation needed, including revised financial documentation.” As illustrated by these cases, when the facts
of the case are not sufficiently developed, the taxpayer may not obtain the collection alternative or liability

determination that he or she would be eligible for if all the facts were known.

The First Circuit set forth a new standard for Tax Court review of Hearing Officers’ determinations of
law, ruling that they can only be reversed for abuse of discretion.”” In Dalton v. Commissioner, the court
found no abuse of discretion where the Hearing Officer made a “reasonable” conclusion based on the facts

known, regardless of whether that conclusion was legally correct.

As discussed in the Most Serious Problem on Collection Due Process, communication improvements
need to be made in the collection process from its inception.” Taxpayers should have an opportunity to
work with Collection employees and provide documentation to support their ability to pay before the IRS

sends a CDP lien or levy notice, because it is better for both the taxpayer and the government to resolve

71 Due to rounding, the percentages may not add up to exactly 100 percent.
72 See, e.g., Cantrell v. Comm’r, T.C. Memo 2012-257.

73  See, e.g., Pomeroy v. Comm’r, T.C. Memo. 2013-26.

74  See, e.g., Antioco v. Comm’r, T.C. Memo 2013-35.

75 682 F.3d 149 (1st Cir. 2012).

76 See Most Serious Problem: Collection Due Process Hearings: Current Procedures Allow Undue Deference to Collection Decisions and Fail to Give the
Taxpayer a Fair and Impartial Hearing, supra.
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the tax debt as early as possible. Some cases, however, will not be resolved before CDP rights are provid-
ed. Thus, to make CDDP hearings more valuable for taxpayers, Appeals Officers and Settlement Officers
may need to make special efforts to ensure that taxpayers know what documentation to provide, are given

an opportunity to provide the documentation, and are encouraged to do so.

Virtual CDP hearings might also improve the process. Appeals conducts CDP hearings by telephone as a
default if the taxpayer does not request a face-to-face meeting. However, a single telephone conversation
may not be the best way for Appeals employees to communicate to taxpayers what documentation they
need and to ensure taxpayers understand what the IRS is asking of them. The use of virtual face-to-face
(VETEF) service should be explored in greater depth. Expansion of VFTF service could give taxpayers
visual interaction with an AO in CDP hearings and break down some of the current communication
barriers, so taxpayers fully understand what Appeals has asked for and can provide all applicable informa-
tion. In addition, the increased interaction between the taxpayer and Appeals employee during a virtual
meeting could encourage the employee to ask for further information based on the issues raised and docu-
ments viewed during the conversation. In several cases this year, Appeals denied a collection alternative
because the taxpayer did not provide the information requested. Virtual hearings may enable Appeals to
gather more relevant information that would not otherwise be presented if the hearing was conducted by

telephone.

In sum, changes are needed both before the IRS sends a CDP notice and while a case is open. If taxpayers
provide the full documentation to prove their cases, the IRS can make determinations on collection cases

that better take into account the taxpayer’s facts and circumstances.
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MLI Failure to File Penalty Under IRC § 6651(a)(1), Failure to Pay an
#6 Amount Shown as Tax on Return Under IRC § 6651(a)(2), and
Failure to Pay Estimated Tax Penalty Under IRC § 6654

SUMMARY
We reviewed 86 decisions issued by federal courts from June 1, 2012, to May 31, 2013, regarding the

additions to tax for:
= Failure to file a tax return by the due date under Internal Revenue Code (IRC) § 6651(a)(1);
= Failure to pay an amount shown as tax on a return under IRC § 6651(a)(2);
= Failure to pay estimated tax under IRC § 6654; or

= Some combination of the three.!

The phrase “addition to tax” is commonly referred to as a penalty, so we will refer to these additions to

tax as the failure to file penalty, the failure to pay penalty, and the estimated tax penalty. Nineteen cases
involved the imposition of the estimated tax penalty in conjunction with the failure to file and failure to
pay penalties, 14 involved both the failure to file and failure to pay penalties, one case involved only the
estimated tax penalty, three cases involved only the failure to pay penalty, and 39 cases involved only the

failure to file penalty.

The failure to file and failure to pay penalties are imposed unless the taxpayer can demonstrate that the
failure is due to reasonable cause and not willful neglect. The estimated tax penalty is imposed unless the
taxpayer can meet one of the statutory exceptions.’ In 71 out of the 86 cases, taxpayers were unable to

avoid a penalty.

PRESENT LAW

Under IRC § 6651(a)(1), a taxpayer who fails to file a return on or before its due date (including exten-
sions) will be subject to a penalty of five percent of the tax due (minus any credit the taxpayer is entitled
to receive and payments made by the due date) for each month or partial month the return is late, up to a
maximum of 25 percent, unless the failure is due to reasonable cause and not willful neglect. To establish
reasonable cause, the taxpayer must show that he or she exercised ordinary business care and prudence but
was still unable to file by the due date.’ The failure to file penalty applies to income, estate, gift, employ-

ment and self-employment, and certain excise tax returns.®

1 IRC § 6651(a)(3) imposes an addition to tax for failure to pay a tax liability not shown on a return. However, because only a small number of
cases involved this penalty, we did not include it in our analysis.

IRC § 6651(a)(1), (a)(2).

IRC § 6654(€).

IRC § 6651(a)(1), (b)(1). The penalty increases to 15 percent per month up to a maximum of 75 percent if the failure to file is fraudulent. IRC §
6651(f).

Treas. Reg. § 301.6651-1(c)(1).

IRC § 6651(a)(1).
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The failure to pay penalty applies to a taxpayer who fails to pay an amount shown as tax on his or her
return. The penalty accrues at a rate of 0.5 percent per month on the unpaid balance for as long as the
balance due remains unpaid, up to a maximum of 25 percent of the amount due.” When both the failure
to file and failure to pay penalties are imposed for the same month, the amount of the failure to pay

penalty reduces the amount of the failure to file penalty by 0.5 percent for each month.®

The failure to pay penalty applies to income, estate, gift, employment and self-employment, and certain
excise tax returns.” The taxpayer will not be held liable if he or she can establish reasonable cause, z.e.,
the taxpayer must show that he or she exercised ordinary business care and prudence but still could not
pay by the due date, or that payment on the due date would have caused undue hardship.’* Courts will
consider “all the facts and circumstances of the taxpayer’s financial situation” to determine whether the
taxpayer exercised ordinary business care and prudence.'" In addition, “consideration will be given to the
nature of the tax which the taxpayer has failed to pay.”*?

IRC § 6654 imposes a penalty on any underpayment of estimated tax by an individual or by certain
estates or trusts.”” The law requires four installments per taxable year, each generally 25 percent of the
annual payment." The required annual payment is generally the lesser of 90 percent of the tax shown
on the return for the current taxable year or 100 percent of the tax shown on the return for the previous
year.”” The IRS will determine the amount of the penalty by applying the underpayment rate according
to IRC § 6621 to the amount of the underpayment for the applicable period.'®

To avoid the penalty, the taxpayer has the burden of proving that one of the following exceptions applies:

® The tax due (after taking into account any federal income tax withheld) is less than $1,000;"

® The preceding taxable year was a full 12 months, the taxpayer had no liability for the preceding

taxable year, and the taxpayer was a U.S. citizen or resident throughout that year;'®

= The IRS determines that because of casualty, disaster, or other unusual circumstances, the imposi-

tion of the penalty would be against equity and good conscience;' or

10
11
12
13
14
15
16
17
18
19

IRC § 6651(a)(2). Note that if the taxpayer timely files the return (including extensions) but an installment agreement is in place, the penalty will
continue accruing at the lower rate of 0.25 percent rather than 0.5 percent of the tax shown. IRC § 6651(h).

IRC § 6651(c)(1). When both the failure to file and failure to pay penalties are accruing simultaneously, the failure to file will max out at 22.5 per-
cent and the failure to pay will max out at 2.5 percent, thereby abiding by the 25 percent limitation.

IRC § 6651(a)(2).

Treas. Reg. § 301.6651-1(c)(1). Even when a taxpayer shows undue hardship, the regulations require him or her to prove reasonable cause.
Treas. Reg. § 301.6651-1(c)(1). See, e.g., East Wind Indus., Inc. v. U.S., 196 F.3d 499, 507 (3d Cir. 1999).

Treas. Reg. § 301.6651-1(c)(2).

IRC § 6654(a), (I).

IRC § 6654(c)(1), (d)(L)(A).
IRC § 6654(d)(1)(B).

IRC § 6654(a).

IRC § 6654(e)(1)
IRC § 6654(e)(2)
IRC § 6654(e)(3)(A).
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= The taxpayer retired after reaching age 62 or became disabled in the taxable year for which esti-
mated payments were required or in the taxable year preceding that year, and the underpayment

was due to reasonable cause and not willful neglect.?

In any court proceeding, the IRS has the burden of producing sufficient evidence that it appropriately

imposed the failure to file, failure to pay, or estimated tax penalties.?!

ANALYSIS OF LITIGATED CASES
We analyzed 86 opinions issued between June 1, 2012, and May 31, 2013, where the failure to file

penalty, failure to pay penalty, or estimated tax penalty was in dispute. All but seven of these cases were
litigated in the United States Tax Court. A detailed list appears in Table 6 in Appendix III. Fifty-one
cases involved individual taxpayers and 35 involved businesses (including individuals engaged in self-
employment or partnerships). Of the 53 cases in which taxpayers appeared pro se (without counsel), tax-
payers prevailed in full in one case, and six resulted in split decisions. Of the 32 cases in which taxpayers

appeared with representation, taxpayers prevailed in full in two cases, and six were split decisions.?

Failure to File Penalty

A common basis for the courts’ ruling against taxpayers on the failure to file penalty was that the taxpayer
could not establish that the failure was due to reasonable cause. Among the 63 cases where the court
considered whether there was evidence to establish reasonable cause, taxpayers showed reasonable cause
in only four cases. The most common arguments raised by taxpayers for reasonable cause included the

following.

Medical Illness

Depending on the facts and circumstances, a medical illness may establish reasonable cause for failing
to file, if the taxpayer can show incapacitation to such a degree that he or she could not file a return on
time.”” When considering whether the severity of the illness suffices to establish reasonable cause, the
court will analyze a taxpayer’s management of his or her business affairs during the period of illness.
In Hardin v. Commissioner, the taxpayer’s mental disorders (attention deficit and hyperactive disorder,
bipolar disorder, and post-traumatic stress disorder) did not rise to the level of reasonable cause because
the taxpayer was able to continue his business affairs.”® Specifically, during the time the return was due,
the taxpayer managed two rental properties and worked full time for the Department of Defense as an

engineer, performing complex analyses of military equipment. In light of the taxpayer’s management of

20 IRC § 6654(e)(3)(B).

21 Higbee v. Comm’r, 116 T.C. 438, 446 (2001) (quoting IRC § 7491(c)). An exception to this rule relieves the IRS of this burden where the tax-
payer’s petition fails to state a claim for relief from the penalty (and therefore is deemed to concede the penalty), such as where the taxpayer only
makes frivolous arguments. Funk v. Comm’r, 123 T.C. 213 (2004).

22 In Cryer v. Comm’, T.C. Memo. 2013-69, the taxpayer died before the court hearing and no substitution of any personal representative was ever
made; therefore, this case is neither marked as pro se or not pro se and constitutes the 86th case in our total case review.

23 Williams v. Comm’r, 16 T.C. 893, 905-06 (1951) (interpreting § 291 of the 1939 Code, a predecessor to IRC § 6651), acq., 1951-2 C.B. 1. See,
e.g., Harbour v. Comm’, T.C. Memo. 1991-532 (finding reasonable cause for failing to timely file because the taxpayer was in a coma the month
before the due date of his tax return).

24 Judge v. Comm’r, 88 T.C. 1175, 1189-1191, 1987 WL 49322 (1987).
25 T.C. Memo. 2012-162.

386 Most Litigated Issues — Failure to File / Failure to Pay


http://text.westlaw.com/find/default.wl?tc=-1&db=838&rp=%2ffind%2fdefault.wl&findtype=Y&ordoc=2017791738&serialnum=1987132162&vr=2.0&fn=_top&sv=Split&tf=-1&referencepositiontype=S&referenceposition=1189&rs=ACCS13.04

Most Litigated

Issues

these activities, the court held the disorders were not severe enough to establish reasonable cause and the

penalty was properly assessed.

Conversely, in Wright v. Commissioner, the court held that a stay in a hospital and a rehabilitation center
for an injured leg during the time that the taxpayer’s 2006 return was due, in conjunction with the fact

that her financial documents were not easily accessible, was enough to establish reasonable cause.”® The
IRS argued that the taxpayer’s ability to carry on negotiations with her insurance company? during this
time negated reasonable cause, but the court was not persuaded. These cases illustrate how a reasonable

cause determination can easily turn on the specific facts of the taxpayer’s situation.

Reliance on Agent

The U.S. Supreme Court, in United States v. Boyle,” held that taxpayers have a nondelegable duty to file a
return on time, and a taxpayer’s reliance on an agent to file that return does not excuse a failure to comply
with a known filing requirement. In Zesoriero v. Commissioner,” the taxpayer relied on his accountant

to file a request for an extension, but the IRS never received it. The court held that filing an extension
request is tantamount to filing a return and a taxpayer’s reliance on an agent to file the request does not

establish reasonable cause for the delay.?

A taxpayer may establish reasonable cause for a failure to file if he or she can prove reasonable reliance on
a professional tax advisor’s advice or that the taxpayer made a good-faith effort to ascertain return filing
requirements.®’ In order to reasonably rely on the advice of a tax professional, the taxpayer must present
evidence of the professional’s expertise and show that he or she provided the practitioner with all necessary
and accurate information.?> In Thousand Oaks Residential Care Home I, Inc. v. Commissioner,>® the court
held the taxpayer reasonably relied on advice from its accountant regarding the reasonableness of certain
compensation payments, making the payments deductible, and rendering the filing of Form 5330, Return
of Excise Taxes Related to Employee Benefit Plans, and the payment of the amount due unnecessary.* Since
the advisor was an accountant, the court determined that reliance on the accountant’s advice after consul-
tation was reasonable and the taxpayer was not liable for IRC § 6651(a)(1) or (2) penalties for failure to
file Form 5330 and pay the associated tax.

26
27
28
29
30
31
32
33
34

T.C. Memo. 2013-129.

The taxpayer had filed a claim for reimbursement from her insurance company due to water damage to her apartment and personal belongings.
469 U.S. 241 (1985).

T.C. Memo. 2012-261.

Tesoriero v. Comm’r, T.C. Memo. 2012-261.

Estate of La Meres v. Comm’r, 98 T.C. 294, 315-17 (1992) (citations omitted).

Id.

T.C. Memo. 2013-10.

IRC § 162(a)(1) permits a deduction for ordinary and necessary business expenses, including “a reasonable allowance for salaries or other
compensation for personal services actually rendered.” The deductibility of compensation is determined through a two-prong test: the amount
of compensation must be reasonable, and the payment must be purely for services rendered. In Thousand Oaks Residential Care Home I, Inc. v.
Comm’r, the court held that the compensation payments were not reasonable and, therefore, not deductible.
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“Zero Return” Filers and Other Frivolous Arguments

3

Under the longstanding four-part test articulated in Beard v. Commissioner,® a valid return must:
g g p

1. Contain sufficient data to calculate the tax liability;
2. Purport to be a return;
3. Represent an honest and reasonable attempt to satisfy the requirements of the tax laws; and

4. Be signed under penalties of perjury.

Each year, some taxpayers claim they have no obligation to pay taxes by filing returns reporting zero in-
come when they have earned substantial wages accurately reported on a Form W-2. A “zero” return does
not constitute a tax return under the Beard test because it is devoid of financial data and does not provide
sufficient information to calculate the tax liability.” Thus, when the taxpayer in Nelson v. Commissioner

filed returns containing zeros for taxable income, the Tax Court sustained the failure to file penalty.®®

Failure to Pay an Amount Shown Penalty

A taxpayer can file his or her return by the applicable due date and still be liable for a penalty if the
amount shown on the return is not paid. In cases where taxpayers disputed that they were subject to the
failure to pay penalty, many of the justifications were similar to those used for the failure to file penalty
under IRC § 6651(a)(1). To refute the failure to pay penalty, individual taxpayers often unsuccessfully

argued medical illness or reliance on an agent.”

However, taxpayers succeeded in disputing the penalty when the IRS was unable to meet its burden of
production under IRC § 7491(c).* Specifically, the IRC § 6651(a)(2) penalty applies only when the re-
turn filed by the taxpayer shows the amount due.”! If the taxpayer did not file a return, the IRS can only
assess the penalty if it has prepared a substitute for return (SFR) that satisfies the requirements of IRC §
6020(b). If the IRS cannot produce the SFR, it falls short of satisfying its burden of production under
IRC § 7491.%2 For example, in Gardner v. Commissioner, the IRS stated it prepared a valid SFR for the
taxpayers for each year in issue. However, no SFRs were introduced into evidence, and the parties did not
stipulate that valid SFRs were prepared.”® Instead, the IRS relied upon account transcripts, which stated
“substitute tax return prepared by IRS” and listed a corresponding date. Despite the transcripts, the court
held that the IRS did not meet its burden of production under IRC § 7491(c), because the transcripts did
not adequately prove the SFRs had been created.

35
36

37
38
39

40
41
42
43
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82 T.C. 766, 777 (1984), affd per curiam, 793 F.2d 139 (6th Cir. 1986).

See, e.g., Parker v. Comm’r, T.C. Memo. 2012-66 (concluding that there was no evidence of reasonable cause presented when the taxpayer report-
ed all “zeros” on his return and offered only frivolous arguments).

See Turner v. Comm’, T.C. Memo. 2004-251, and the numerous cases cited therein.
Nelson v. Comm’r, T.C. Memo. 2012-232.

See, e.g., Kuretski v. Comm’r, T.C. Memo. 2012-262 (iliness); Knappe v. U.S., 713 F.3d 1164 (9th Cir. 2013), petition for cert. filed, aff’g 2013-1
U.S.T.C. (CCH) § 60,662 (C.D. Cal. 2010) (agent).

See, e.g., Arroyo v. Comm’r, T.C. Memo. 2013-112; Jenkins v. Comm’r, T.C. Memo. 2012-181.
IRC § 6651(a)(2), (g)(2).

See Wheeler v. Comm’r, 127 T.C. 200, 210, (2006), affd, 521 F.3d 1289 (10th Cir. 2008).
Gardner v. Comm’, T.C. Memo. 2013-67.
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Estimated Tax Penalty

Courts routinely found taxpayers liable for the IRC § 6654 estimated tax penalty when the IRS proved
the taxpayer had a tax liability, had no withholding credits, and made no estimated tax payments for that
year, and the taxpayer offered no evidence to refute the IRS.*

The IRS has the burden of production under IRC § 7491(c) to produce evidence that a taxpayer was
required to make an annual payment under IRC § 6654(d)(1)(B). We found six cases where the taxpayer
prevailed regarding the estimated tax penalty because of the IRS’s failure to put forth evidence that the
penalty was appropriate. In Kuretski v. Commissioner, the IRS did not produce any evidence the taxpay-
ers (husband and wife) did not file a return or that they had a tax liability for 2006. Without the 2006
return, and without knowing if the taxpayers had a liability for that year, the court was unable to calculate
the taxpayers estimated annual payment for 2007, if any. Therefore, the IRS did not meet its burden of
production of information showing that the taxpayers had a required payment under IRC § 6654.

Penalty for Raising Frivolous Arguments

In three cases where the IRS had asserted either the failure to file penalty, failure to pay penalty, estimated
tax penalty, or some combination, the courts also imposed the IRC § 6673 penalty for making frivolous

arguments.” Among the frivolous argument cases is one where the taxpayer failed to file a return because
he believed neither compensation nor dividends were taxable income.” The Tax Court held the taxpayer

liable for the failure to file and failure to pay penalties, and imposed a $2,500 penalty under IRC § 6673.

CONCLUSION
The IRS failed to prevail in full in 15 of 86 (or 17 percent) of the failure to file penalty, failure to pay

penalty, and the estimated tax penalty cases analyzed in this report. This unsuccessful litigation represents
a significant waste of IRS resources, as well as a burden on taxpayers. Typically, the IRS did not meet its

burden of production in these cases.

The IRS’s incorrect assessment of penalties in these 15 cases, and its failure to appropriately resolve them
during the administrative process, may reflect a trend in litigation results because of the IRS’s heavy reli-
ance on automatic application of penalties, and its use of the Reasonable Cause Assistant (RCA).*® The

RCA software is designed to help IRS employees make fair and consistent abatement determinations.*’

44
45
46
47
48

49

See, e.g., Haury v. Comm’r, T.C. Memo. 2012-215.

T.C. Memo. 2012-262.

See Most Litigated Issue: Frivolous Issues Penalty Under IRC § 6673 and Related Appellate-Level Sanctions, infra.
Winslow v. Comm’r, 139 T.C. 270 (2012).

See Most Serious Problem: Accuracy-Related Penalties: The IRS Assessed Penalties Improperly, Refused to Abate Them, and Continues to Assess
Them Automatically, Violating Taxpayer Rights and Reducing Respect for the Law, supra.

The Reasonable Cause Assistant can only consider Failure to File or Failure to Pay penalties on certain individual tax returns, and the Failure to
Deposit penalty only on certain business returns.
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However, as discussed in the National Taxpayer Advocate’s 2010 Annual Report to Congress,” the IRS’s

reliance on the RCA has actually eroded the accuracy of abatements.*

Further, the cases illustrate how establishing reasonable cause can turn on the very specific facts of the in-
dividual case. The cases once again illuminate the importance of the IRS looking closely and thoroughly
at the case facts, rather than solely relying on the RCA when assessing reasonable cause claims. A close
consideration of the relevant facts for each reasonable cause claim is essential to ensure that the penalty
is appropriate. To promote voluntary compliance, it is crucial that taxpayers believe the facts of their

individual case have been carefully considered.

As another way to promote voluntary compliance, the National Taxpayer Advocate reiterates her recom-
mendation that Congress implement a one-time abatement of the failure to file penalty for taxpayers

who comply with their filing obligations, but in an untimely manner.>

Further, she urges a repeal of
the failure to pay penalty, which could be replaced by a market rate of interest equal to the rate on an

unsecured loan.”

50 National Taxpayer Advocate 2010 Annual Report to Congress 198 (Most Serious Problem: The IRS’s Over-Reliance on Its “Reasonable Cause
Assistant” Leads to Inaccurate Penalty Abatement Determinations).

51 IRS, Reasonable Cause Assistant (RCA) Usability Test Final Report Summary 4 (May 28, 2010). The test showed that employees using the RCA
determined penalty abatement requests correctly in only 45 percent of the cases. An even more disturbing finding was that all of the employees
in the study believed they were making correct legal determinations based on reasonable cause.

52 See National Taxpayer Advocate 2001 Annual Report to Congress 188. A provision to waive the failure to file penalty for first-time, unintentional,
minor errors was included in the House-passed Taxpayer Protection and IRS Accountability Act of 2003. See H.R. 1528, 108th Cong. § 106

(2003). Although the IRS has provided for a one-time administrative waiver of the failure to file penalty in IRM 20.1.1.3.6.1 (Nov. 25, 2011), the
National Taxpayer Advocate continues to recommend a statutory waiver similar to IRC § 6656(c).

53 See National Taxpayer Advocate 2001 Annual Report to Congress 182.
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MLI Charitable Deductions Under IRC §170
#7

SUMMARY

Subject to certain limitations, taxpayers can take deductions from their adjusted gross incomes for
contributions of cash or other property to or for the use of charitable organizations.! In order to take
a charitable deduction, taxpayers must contribute to a qualifying organization? and must substantiate

contributions of $250 or more. Litigation generally arises over one or more of these four issues:
= Whether the organization to which a donation is made is charitable;
= Whether contributed property qualifies as a charitable contribution;

® Whether the amount taken as a charitable deduction equals the fair market value of the property
contributed; and

® Whether the taxpayer has substantiated the contribution.

We reviewed 40 cases decided between June 1, 2012, and May 31, 2013, with charitable deductions

as a contested issue. The IRS prevailed in 32 cases, with taxpayers prevailing in five cases and with the
remaining three cases resulting in split decisions. Taxpayers represented themselves (appearing pro se)
in 18 of the 40 cases (45 percent), with one of these pro se cases resulting in a split decision and the IRS

prevailing in the remaining 17 cases.

PRESENT LAW

Taxpayers must itemize in order to claim any charitable contribution deduction® and generally are able

to take a deduction for charitable contributions made within the taxable year. Transfers to charitable
organizations are deductible only if they are contributions or gifts* and not if they are payments for goods
or services.” A contribution or gift will be allowed as a deduction under IRC § 170 only if it is made “t0”

or “for the use of” a qualifying organization.®

For individuals, charitable contribution deductions are generally limited to 50 percent of the taxpayer’s
contribution base (adjusted gross income computed without regard to any net operating loss carryback
to the taxable year under IRC § 172).” However, subject to certain limitations, individual taxpayers can

carry forward unused charitable contributions in excess of the 50 percent contribution base for up to

Internal Revenue Code (IRC) § 170.

To claim a charitable contribution deduction, a taxpayer must establish that a gift was made to a qualified entity organized and operated exclu-
sively for an exempt purpose, no part of the net earnings of which inures to the benefit of any private shareholder or individual. IRC § 170(c)(2).

IRC §§ 63(d) and (e); 161; 170(a).

The Supreme Court of the United States has defined “gift” as a transfer proceeding from a “detached and disinterested generosity.” Comm? v.
Duberstein, 363 U.S. 278, 285 (1960).

Treas. Reg. § 1.170A-1(g) (no deduction for contribution of services).
IRC § 170(c).
IRC §8§ 170(b)(1)(A), (G).
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five years.® Corporate charitable deductions are generally limited to ten percent of the taxpayer’s taxable
income.” Taxpayers cannot deduct services that they offer to charitable organizations; however, inciden-
tal expenditures incurred while serving a charitable organization and not reimbursed may constitute a

deductible contribution.!

Substantiation

For cash contributions, taxpayers must maintain receipts from the charitable organization, copies of can-
celled checks, or other reliable records showing the name of the organization, the date, and the amount
contributed." Deductions for single charitable contributions of $250 or more are disallowed in the
absence of a contemporaneous written acknowledgement from the charitable organization.'* The donor
is generally required to obtain the contemporaneous written acknowledgment no later than the date he or

she files the return for the year in which the contribution is made, and it must include:
= The name of the charitable organization;
® The amount of the cash contribution;
= A description (but not the value) of any non-cash contribution;

= A statement that no goods or services were provided by the organization in return for the contribu-

tion, if that was the case;

= A description and good faith estimate of the value of goods or services, if any, that an organization

provided in return for the contribution; and

= A statement that goods or services, if any, that an organization provided in return for the contribu-

tion consisted entirely of intangible religious benefits, if that was the case.”

For each contribution of property other than money, taxpayers generally must maintain a receipt showing
the name of the recipient, the date and location of the contribution, and a description of the property.'*
When property other than money is contributed, the amount of the allowable deduction is the fair market
value of the property at the time of the contribution.” This general rule is subject to certain exceptions
that in some cases limit the deduction to the taxpayer’s cost basis in the property.'® Moreover, for claimed

contributions exceeding $5,000, a qualified appraisal prepared by a qualified appraiser is required."”

10

11
12
13
14
15
16
17
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IRC § 170(d)(1).
IRC § 170(b)(2).
Treas. Reg. § 1.170A-1(g). Meal expenditures in conjunction with offering services to qualifying organizations are not deductible unless the expen-

ditures are away from the taxpayer's home. Id. Likewise, travel expenses associated with contributions are not deductible if there is a significant
element of personal pleasure involved with the travel. IRC § 170(j).

Treas. Reg. § 1.170A-13(a)(1).

IRC § 170(f)(8); see also Treas. Reg. § 1.170A-13(f).

IRS Pub. 1771, Charitable Contributions Substantiation and Disclosure Requirements (Rev. 7-2013).

Treas. Reg. § 1.170A-13(b)(1)(i)-(iii).

Treas. Reg. § 1.170A-1(c)(1).

Id. Note that the deduction is reduced for certain contributions of ordinary income and capital gain property. See IRC § 170(e).

IRC § 170(f)(11)(C). A qualified appraisal is defined in IRC § 170(f)(11)(E)(i), and a qualified appraiser is defined in IRC § 170(f)(11)(E)(ii).
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ANALYSIS OF LITIGATED CASES

We reviewed 40 decisions entered between June 1, 2012, and May 31, 2013, involving charitable contri-
bution deductions claimed by taxpayers. Table 7 in Appendix III contains a detailed list of those cases.
Of the 40 cases, 25 cases involved the taxpayers” substantiation (or lack thereof) of the claimed contribu-
tion, 14 cases involved a dispute over the valuation of property contributed, and four cases involved the
issue of whether the recipient was a qualified charitable organization. Various other challenges were raised

by the IRS primarily involving claimed qualified conservation contribution deductions.

Qualifying Charitable Organization
A gift will qualify as a deductible contribution under IRC § 170 only if it is made “to” or “for the use

of” a qualifying organization.’ Courts rejected claimed charitable deductions in four cases for taxpayer
failure to establish that the donee organization qualified as a charitable organization under IRC § 170(c).
In Gunkle v. Commissioner," the taxpayers deducted amounts for claimed charitable contributions to a
church that they had operated. The taxpayer husband dissolved the church three years prior to the year
for which the charitable deduction was claimed, and the IRS issued notification to the taxpayers at the
time of dissolution that the church’s charitable status had been terminated.® The court noted that for a
church to be characterized as a qualifying organization under IRC § 170(c), it must meet organizational
and operational tests in IRC § 501(c)(3).*' The court held that the deductions were inappropriate
because the taxpayers did not provide evidence that the organization qualified as a charitable organization

under IRC § 501(c)(3).%

Qualified Contribution

For a gift to constitute a qualified contribution under IRC § 170, the donor-taxpayer must possess a
transferrable interest in the property and intend to irrevocably relinquish all rights, title, and interest to
the property without any expectation of some benefit in return.”> For example, in Patel v. Commissioner,*
the taxpayers claimed a charitable deduction contribution for donating their existing house to the local
fire department but maintained possession of the real property on which the house stood. The fire
department subsequently burned the house down in a training exercise. The IRS disallowed the deduc-
tion, believing that the taxpayers donated merely a right for the fire department to use the property, and
therefore the taxpayers only contributed a partial interest in the property. The court noted that “[w]here
a taxpayer contributes to a charity an interest in a building that is part of the land under State law but

retains all title to and interest in the remaining land, the taxpayer has donated less than his entire interest

18
19
20
21
22
23
24

IRC § 170(c).
T.C. Memo. 2012-305, appeal filed (5th Cir. Apr. 5, 2013).

IRC § 170(f)(3)(A) generally requires that taxpayers relinquish all rights, title, and interest in property contributed.
138 T.C. 395 (2012).
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in the land.”” The court disallowed the deduction concluding that the taxpayers donated only a partial
6

interest in their property, namely the right to use the existing house for training purposes.”
As exemplified in the Patel holding, taxpayers generally are not permitted to deduct gifts of property
consisting of less than the taxpayers’ entire interest in that property.”” Nevertheless, taxpayers may deduct
the value of a contribution of a partial interest in property that constitutes a “qualified conservation
contribution,”® known more colloquially as a conservation easement. A contribution will constitute a
qualified conservation contribution only if it is of a “qualified real property interest” made to a “qualified
organization” “exclusively for conservation purposes.”

In Belk v. Commissioner, the Tax Court addressed for the first time what constitutes a “qualified real
property interest.”*" In that case, the taxpayers (a husband and wife) executed a conservation easement

in favor of a qualifying organization prohibiting the taxpayers’ entire golf course from being used for
“residential, commercial, institutional, industrial, or agricultural purposes.”? The conservation easement
agreement, however, permitted the taxpayers and donee to change what property would be subject to

the easement, presumably to allow the taxpayers to reconfigure the golf course.®®* As a result, the court
determined that the contribution comprised neither the entire interest of the donor nor a remainder
interest. The court then examined whether the contribution qualified as a use restriction granted in
perpetuity, which is a permitted type of qualified real property interest described in IRC § 170(h)(2)(C).*
Nevertheless, the court concluded that there was no agreement that the golf course would not be devel-
oped in the future because the taxpayers had the ability to remove portions of the golf course and replace
them with property currently not subject to the conservation easement.”> Accordingly, the substitution
provision disqualified the conservation easement from characterization as a qualified real property interest

and by extension as a qualified conservation contribution.*

A conservation easement subject to a mortgage will not qualify as a qualified conservation contribution
unless the taxpayer obtains consent from the mortgagee to subordinate its interest in the property to the

easement.”’” In Minnick v. Commissioner,” the taxpayer donated a conservation easement to a qualified

25 138 T.C. 406 (2012).

26 As support for its holding, the Tax Court looked to similar cases, explaining “As with this case, taxpayers usually grant a fire department license
to destroy a building on their land because they wish to have it removed from the land, either to increase the value of the land (Scharf) or so that
they may construct a new building on the land (Rolfs).” Patel, 138 T.C. at 415 (citing Scharf v. Comm’r, T.C. Memo. 1973-265, and Rolfs v. Comm’,
135 T.C. 471 (2010)). For a further discussion of Rolfs, see also National Taxpayer Advocate 2011 Annual Report to Congress 673-674.

27 IRC § 170(f)(3).

28 IRC § 170(b)(1)(E).

29 IRC § 170(h)(1)(A)(C).

30 140 T.C. 1 (2013), reconsideration denied, T.C. Memo. 2013-154.

31 A “qualified real property interest” is defined as any of the following interests in real property: (A) the entire interest of the donor other than a
qualified mineral interest, (B) a remainder interest, and (C) a restriction (granted in perpetuity) on the use which may be made of the real property.
IRC § 170(h)(2)(A)-(C).

32 Belk, 140 T.C. at 3.

33 Id.

34  See also Treas. Reg. § 1.170A-14(b)(2).
35 Belk, 140 T.C. at 10-11.

36 Id. at 14-15.

37 Treas. Reg. § 1.170A-14(g)(2).

38 T.C. Memo. 2012-345.
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donee but did not execute an agreement under which the mortgagee of the subject property subordi-
nated its interest in the property to the easement until after the conservation easement was granted. The
court held that the taxpayer was not entitled to a charitable contribution deduction for the conservation
easement donation because a subordination agreement was not in place at the time that the conservation
easement was granted. Consequently, during the period when no subordination agreement existed, the
mortgagee had the ability to seize the easement in the event of default on the mortgage, thus owning the
land free of the conservation easement.” The court also noted that the intent of the taxpayer to seek sub-
ordination of the mortgagee’s interest in the property at the time the conservation easement was granted

was irrelevant.®

Valuation

In order to receive a deduction for most contributions of property in excess of $5,000, taxpayers must
provide a qualified appraisal of the property that is donated.”! In Estate of Evenchik v. Commissioner, the
taxpayers donated shares in a corporation to a charity and reported a charitable contribution deduction
exceeding $5,000. The taxpayers provided a qualified appraisal of the corporation’s two assets for which
the stock was issued, rather than a valuation of the donated stock itself.#* In addition to other shortcom-

144
)

ings in the qualified appraisal, the court concluded that not valuing the property actually donated is

a defect that “goes to the essence of the information required” because without knowing the specific
property contributed, the Commissioner is unable to determine whether the contributed property interest
was overvalued by the taxpayers.” Thus, the court denied the deductions claimed with respect to the

charitable contributions of stock.

Although charitable contribution deductions are generally disallowed when the taxpayer receives a benefit
for a donation, a taxpayer who receives goods or services in exchange for a contribution of property may
still be entitled to a charitable contribution deduction if he or she makes a contribution that exceeds the
fair market value of the benefit received and makes the excess payment with the intention of making a
gift.® In Boone Operations Co., L.L.C. v. Commissioner,”’ the taxpayer sold fill dirt to the City of Tucson
at what the taxpayer claimed to be a price below fair market value. After finding that the taxpayer did not
provide a contemporaneous written acknowledgement from the city as required by IRC § 170(f)(8), the
court noted that the taxpayer failed to prove that the fair market value of the fill dirt exceeded the amount
received by the taxpayer.® The court focused particularly on defects in the taxpayer’s expert’s appraisals
of the fill dirt including, inter alia, inconsistent valuation methodologies applied to different orders of

dirt delivered to the city, the inclusion of labor and delivery costs in the valuation calculation, and failure

39 T.C. Memo. 2012-345.
40 Id.

41 IRC § 170(f)(11)(C).
42 T.C. Memo. 2013-34.
43 Id.

44 Treas. Reg. § 1.170A-13(c)(3)(ii) contains a detailed set of requirements that a qualified appraisal must contain. The two appraisals that the tax-
payers provided failed to meet all of those requirements.

45 Estate of Evenchik, T.C. Memo. 2013-34.
46 Treas. Reg. § 1.170A-1(h).

47 T.C. Memo. 2013-101.

48 |d.
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to introduce evidence of the claimed highest and best use of the fill dirt.” Consequently, the Tax Court

sustained the IRS’s determination to disallow the claimed charitable contribution deductions.

Substantiation

Twenty-five cases involved the substantiation of deductions for charitable contributions. When determin-
ing whether or not a claimed charitable contribution deduction is adequately substantiated, courts tend

to follow a strict interpretation of IRC' § 170. For example, in Longino v. Commissioner, the taxpayer
alleged that he made a cash contribution of $25,000 to a qualifying organization and claimed a deduction
for the donation. The court denied the deduction because the taxpayer failed to provide a contemporane-
ous written acknowledgement from the donee indicating whether or not it furnished any goods or services

in exchange for the cash as required under IRC § 170(f)(8)(B)(ii).”!

Further, in Riether v. United States,”* the taxpayers donated Chevrolet vans to religious organizations and
claimed charitable contribution deductions for the donations. The court denied the deductions because
the taxpayers did not submit a “qualified appraisal” meeting each of the requirements as described in
Treasury Regulation § 1.170A-13(c)(3)(ii).>

Although gifts of charitable contributions of $250 or more must be substantiated by a contemporane-

ous written acknowledgement from the donee organization, that acknowledgement need not take any
particular form. For example, in Averyt v. Commissioner,’* the court addressed the question of whether a
conservation easement deed can function as a contemporaneous written acknowledgment. In that case,
the taxpayers conveyed a conservation easement to a charitable organization so as to protect the land as

a wildlife habitat.”® The IRS challenged the taxpayers’ charitable contribution deduction, arguing that

the taxpayers’ contemporaneous written acknowledgment did not comply with the requirements under
IRC § 170(£)(8).”° Among other things, the taxpayers contended that the conservation deed constituted a
satisfactory contemporaneous acknowledgment. The court observed that the conservation deed contained
a signature from a representative of the qualifying donee, provided a detailed description of the donated
property, and was executed contemporaneously with the contribution.”” Moreover, the court observed
that the conservation deed stated the property was an unconditional gift for which no consideration

was received. The court held that, taken as a whole, the conservation deed met all requirements under
IRC § 170(f)(8) and served as a satisfactory contemporaneous written acknowledgement to support the

charitable contribution deduction.>®

49
50
51
52
53

54
55
56
57
58
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T.C. Memo. 2013-101.

T.C. Memo. 2013-80.

Id.

Riether v. Comm’, 919 F. Supp. 2d 1140 (D.N.M. 2012).

A “qualified appraisal” requires the following: a detailed description of the property, the physical condition of the property, the date of contribution,
the terms of any agreement by the donor or donee relating to the use, sale, or disposition of the property, the name, address, and identification
number of the appraiser, the appraiser’s qualifications, a statement that the appraiser prepared the appraisal for income tax purposes, the date
on which the appraiser appraised the property, the appraised fair market value of the property, the method of valuation used, and the specific
basis for the valuation. Treas. Reg. § 1.170A-13(c).

T.C. Memo. 2012-198.

T.C. Memo. 2012-198.
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Charitable Contribution Deduction Limitations: Fair Market Value v. Cost Basis

The manner in which a taxpayer holds his or her donated property prior to donation may limit a charita-

% the taxpayers operated

ble contribution to the donated property’s cost basis.”® In Flood v. Commissioner,
a real estate business, which included purchasing and selling vacant lots. The taxpayers donated 11 of the
lots to charity and claimed charitable contributions consistent with the fair market value of the lots." The
court, however, determined that the charitable contributions were inappropriate because the donated lots
had been purchased as part of the taxpayers’ business venture and only a cost-basis deduction is allowable

when property held primarily for sale to customers in the ordinary course of business is later donated.®

A charitable deduction is also allowable for the appreciated portion of long-term capital gain® prop-

erty. Nevertheless, if the property is not held as a capital asset for more than one year, the deduction is
limited to the taxpayer’s basis in the property at the time of the property’s contribution.®* In Williams v.
Commissioner,® the court was required to determine whether execution by the taxpayer of an Art Purchase
Agreement triggered the holding period required for long-term capital gain. In that case, the taxpayer
signed an agreement to purchase unidentified artwork that was to be donated to charitable organiza-

% Upon execution of the agreement, the taxpayer did not obtain title to the unidentified artwork,

tions.
paid only five percent of the purchase price with the remainder being due when the taxpayer took physical
possession of the artwork, had no obligation to honor the contract, and bore none of the expenses and

risk in the transaction.®’

The court held that the Art Purchase Agreement was not a contract for sale but
rather an option contract and that the date on which the taxpayer actually paid for and acquired a present
interest in the art was the date that must be used to calculate the holding period for purposes of determin-
ing if the property was long-term capital gain property.®® The holding period when measured from this
date was less than one year; consequently, the taxpayer’s charitable contribution deduction for donating

the art was limited to his basis in the property.”’

59 IRC § 170(e).

60 T.C. Memo. 2012-243.
61 Id.

62 Id.

63  “Long-term capital gain” means “gain from the sale or exchange of a capital asset held for more than one year, if and to the extent such gain is
taken into account in computing gross income.” IRC § 1222(3).

64 IRC § 170(e)(1)(A).

65 498 F. App’x 284 (4th Cir. 2012), aff’g T.C. Memo. 2011-89.
66 Id.

67 Id.

68 Id.

69 Id.
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CONCLUSION

IRC § 170 and the accompanying Treasury Regulations provide detailed requirements which must be
complied with strictly and become more stringent as deductions increase in size. As one court has ob-
served, the “hoops become longer and tighter as the value of donated property rises.””® Taxpayers must be
careful to include every statutorily required item of information in any mandated agreement and ensure
the integrity of any necessary valuations of donated property. Taxpayers donating conservation easements
would be advised to pay particular attention to the technicalities of qualified conservation contributions,
especially where mortgages are attached to the donated easement and where easement deeds may be

ambiguous as to whether use restrictions are truly granted in perpetuity to the donee.

70 Estate of Evenchik v. Comm’r, T.C. Memo. 2013-34.
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MLI Frivolous Issues Penalty Under IRC § 6673 and Related

#8

Appellate-Level Sanctions

SUMMARY

From June 1, 2012, through May 31, 2013, the federal courts issued decisions in at least 34 cases involv-
ing the Internal Revenue Code (IRC) § 6673 “frivolous issues” penalty and at least four cases involving
an analogous penalty at the appellate level.! These penalties may be imposed when a taxpayer maintains
a case primarily for delay, raising frivolous arguments, unreasonably failing to pursue administrative
remedies, or filing a frivolous appeal.? In many of the cases we reviewed, taxpayers escaped liability for
the penalty but were warned they could face sanctions for similar conduct in the future.”> Nonetheless, we

include these cases in our analysis to illustrate what conduct will and will not be tolerated by the courts.

PRESENT LAW

The U.S. Tax Court is authorized to impose a penalty against a taxpayer if the taxpayer institutes or
maintains a proceeding primarily for delay, takes a frivolous position in a proceeding, or unreasonably fails
to pursue available administrative remedies.* The maximum penalty is $25,000.° In some cases, the IRS
requests that the Tax Court impose the penalty;® in other cases, the Tax Court exercises its discretion, sua

sponte,” to do so.

Taxpayers who institute actions under IRC § 74338 for certain unauthorized collection actions can be
subject to a maximum penalty of $10,000 if the court determines the taxpayer’s position in the proceed-
ing is frivolous or groundless.” In addition, IRC § 7482(c)(4)," §§ 1912 and 1927 of title 28 of the U.S.

o o b~ W

10

Two of the four appellate cases involved taxpayers appealing the Tax Court’s decision regarding the IRC § 6673 penalty, but also involved an
analogous appellate level penalty. Thus, we reviewed a total of 36 cases this year.

The Tax Court generally imposes the penalty under IRC § 6673(a)(1). Other courts impose the penalty under IRC § 6673(b). The United States
Courts of Appeals generally impose sanctions under IRC §7482(c)(4), 28 U.S.C. §1927, or Rule 38 of the Federal Rules of Appellate Procedure,
although some appellate-level penalties may be imposed under other authorities.

See, e.g., Good v. Comm’r, T.C. Memo. 2012-323; Flint v. Comm’r, T.C. Memo. 2012-287.

IRC § 6673(a)(1)(A), (B), and (C).

IRC § 6673(a)(1).

The standards for the IRS’s decision to seek sanctions under IRC § 6673(a)(1) are found in the Chief Counsel Directives Manual (CCDM). See
CCDM 35.10.2, Special Procedures When Attorneys’ Fees and Sanctions Are Sought, Penalties and Sanctions (Aug. 11, 2004). For sanctions under
IRC § 6673(a)(2) of attorneys or other persons admitted to practice before the Tax Court, all requests for sanctions are reviewed by the desig-
nated agency sanctions officer (currently the Associate Chief Counsel (Procedure & Administration)). This review ensures uniformity on a national
basis. See CCDM 35.10.2.2.3, Sanctions Requiring National Office Review (Aug. 11, 2004).

“Sua sponte” means without prompting or suggesting; on its own motion. Black’s Law Dictionary (9th ed. 2009). In other words, if the Tax Court
finds conduct particularly offensive, it can impose a § 6673 penalty even if the IRS has not requested such penalty. See, e.g., Burt v. Comm’,
T.C. Memo. 2013-58, appeal filed (6th Cir. July 5, 2013).

IRC § 7433(a) allows a taxpayer a civil cause of action against the United States if an IRS employee intentionally or recklessly, or by reason of
negligence, disregards any IRC provision or Treasury regulation in connection with collecting the taxpayer’s federal tax.

IRC § 6673(b)(1).

IRC § 7482(c)(4) provides that the United States Courts of Appeals and the Supreme Court have the authority to impose a penalty in any case

where the Tax Court’s decision is affirmed and the appeal was instituted or maintained primarily for delay or the taxpayer’s position in the appeal
was frivolous or groundless.
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Code," and Rule 38'* of the Federal Rules of Appellate Procedure authorize federal courts to impose
penalties against a taxpayer for raising frivolous arguments or litigating cases primarily to delay the col-
lection process. Because the sources of authority for imposing appellate-level sanctions are numerous and

some of these sanctions may be imposed in nontax cases, the report focuses primarily on the IRC § 6673

penalty.

ANALYSIS OF LITIGATED CASES

We analyzed 34 opinions issued between June 1, 2012, and May 31, 2013, that addressed the IRC § 6673
penalty. Thirty of these opinions were issued by the U.S. Tax Court and four were issued by U.S. Courts
of Appeals in cases brought by taxpayers who sought review of the Tax Court’s imposition of the penalty.
The Courts of Appeals sustained the Tax Court’s position in all four cases."

In ten cases, the Tax Court imposed penalties under IRC § 6673, ranging from $2,000 to the maximum
of $25,000. In 11 cases, taxpayers prevailed when the IRS asked the court to impose a penalty, but in
each case the court warned that they would be issued a penalty if they brought the same arguments in

a subsequent proceeding.' One taxpayer went to court with representation; all 33 others appeared pro
se (represented themselves). The taxpayers in these cases presented a wide variety of arguments that the
courts have generally rejected on numerous occasions. Upon encountering these arguments, the courts

almost invariably cited the language set forth in Crain v. Commissioner:

We perceive no need to refute these arguments with somber reasoning and copious citation
of precedent; to do so might suggest that these arguments have some colorable merit. The
constitutionality of our income tax system — including the role played within that system by

the Internal Revenue Service and the Tax Court — has long been established."

In the cases we reviewed, taxpayers raised the following issues that the court deemed frivolous.
Consequently, the taxpayers were subject to a penalty under IRC § 6673(a)(1) (or in some cases, the
court warned that such arguments were frivolous and could lead to a penalty in the future if the taxpayers

maintained the same position in a subsequent case):

= Taxpayers who claim that broadly applicable Internal Revenue Code terms do not apply to

their circumstances: Taxpayers in at least ten cases argued that, in some way or another, they fell

11 28 U.S.C. § 1912 provides that when the Supreme Court or a United States Court of Appeals affirms a judgment, the court has the discretion to
award to the prevailing party just damages for the delay, and single or double costs. 28 U.S.C. § 1927 authorizes federal courts to sanction an
attorney or any other person admitted to practice before any court of the United States or any territory thereof for unreasonably and vexatiously
multiplying proceedings; such person may be required to personally pay the excess costs, expenses, and attorneys’ fees reasonably incurred
because of his or her conduct.

12 Federal Rule of Appellate Procedure 38 provides that if a United States Court of Appeals determines an appeal is frivolous, the court may award
damages and single or double costs to the appellee.

13 In every appellate case we have reviewed since June 1, 2005, the Courts of Appeals have not reversed the imposition of the Tax Court’s IRC §
6673 penalty in any case brought before them. See National Taxpayer Advocate 2012 Annual Report to Congress 640-642; National Taxpayer
Advocate 2011 Annual Report to Congress 666-669; National Taxpayer Advocate 2010 Annual Report to Congress 479-482; National Taxpayer
Advocate 2009 Annual Report to Congress 461-464; National Taxpayer Advocate 2008 Annual Report to Congress 533-536; National Taxpayer
Advocate 2007 Annual Report to Congress 599-603; National Taxpayer Advocate 2006 Annual Report to Congress 2006 602-606.

14 See, e.g., Weatherly v. Comm’r, T.C. Memo. 2012-320; Trescott v. Comm’r, T.C. Memo. 2012-321.
15 737 F.2d 14417, 1417-18 (5th Cir. 1984).
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outside the parameters of the IRC and, therefore, were not obligated to pay federal income taxes.'®
Five of those taxpayers argued they did not earn “wages” as defined in the IRC.”” One taxpayer
argued he was not a “person” as defined in the IRC.'® Most of these taxpayers avoided penalties,

but the court warned them that further similar conduct could lead to a penalty.

= Taxpayers who claim the IRS lacked authority to issue a notice of deficiency: In at least
five cases, taxpayers argued the IRS did not have authority to determine deficiencies or assess tax
against them." In three out of five cases, the court imposed the § 6673 sanction on the taxpayer.?’
In one case, the taxpayer argued that both the person certifying his substitutes for returns and the

person issuing the notices of deficiency lacked authority to do so.?!

= Taxpayers who object to the admission of their IRS form W-2 as hearsay: Taxpayers (hus-
band and wife) in at least one case? argued the information returns filed by their employers were
hearsay under Federal Rule of Evidence 802, and therefore, not admissible to show they received
unreported income. The court declined to impose the § 6673 penalty but warned the taxpay-
ers that continuing to advance frivolous or groundless arguments could result in a penalty in the

futur C.

CONCLUSION

Taxpayers in the cases analyzed this year presented the same arguments raised and repeated year after
year.” When the taxpayer is asserting a frivolous argument for the first time or, in raising the frivolous
argument, has at least one other valid claim, then the court appears reluctant to impose a penalty on the
taxpayer.”’ However, when the taxpayer is only asserting frivolous and groundless claims and has previ-
ously been warned about bringing such claims, the court will almost invariably impose a penalty.” If the
court has already imposed a penalty in an earlier case against the taxpayer (or has admonished the taxpayer
about his or her behavior in an earlier proceeding), the court is more likely to impose the maximum (or
close to the maximum) penalty.® Where the IRS has not requested a penalty, the court may nonethe-

less raise the issue sua sponte, and in many cases imposes the penalty or at least cautions the taxpayer that

16

17
18
19

20

21
22
23
24
25
26

See, e.g., Snow v. Comm’r, T.C. Memo. 2013-114 (taxpayer argued his activities were not taxable because his employers were not “Subtitle C statu-

tory employers”); Flint v. Comm’r, T.C. Memo. 2012-287 (taxpayer argued he did not have income as he was not a federal employee or corporate
officer).

See, e.g., Grandy v. Comm’r, T.C. Memo. 2012-196; Nix v. Comm’r, T.C. Memo. 2012-304, appeal filed (11th Cir. May 20, 2013).
Crites v. Comm’r, T.C. Memo. 2012-267.

See, e.g., Rice v. Comm’r, T.C. Memo. 2012-301 (taxpayer argued that the IRS was merely a debt collector and therefore not a part of the U.S.

government); Roye v. Comm’r, T.C. Memo. 2012-246 (taxpayer argued that the IRS lacked the authority under section 6020(b) to prepare substi-
tutes for returns).

The court imposed the penalty in Roye v. Comm’, T.C. Memo. 2012-246 and Winslow v. Comm’r, 139 T.C. 270 (2012), but declined to impose the
penalty in Leyshon v. Comm’r, T.C. Memo. 2012-248, and Rice v. Comm’, T.C. Memo. 2012-301 and instead strongly warned the taxpayers that

future similar conduct in court would result in the imposition of the penalty. In Palmer v. Comm’r, 503 F. App’x 596 (10th Cir. 2012), aff’g T.C.
Docket No. 1398-10 (Feb. 6, 2012), the Court of Appeals affirmed the Tax Court’s imposition of the penalty.

Winslow v. Comm’r, 139 T.C. 270.

Davenport v. Comm’r, T.C. Memo. 2013-41.

See, e.g., National Taxpayer Advocate 2012 Annual Report to Congress 640-642.
See, e.g., Crites v. Comm’r, T.C. Memo. 2012-267.

See, e.g., Roye v. Comm’r, T.C. Memo. 2012-246.

See, e.g., Curtis v. Comm’r, T.C. Memo. 2013-12 ($25,000 penalty when the court had imposed $15,000 in an earlier case); Burt v. Comm’, T.C.
Memo. 2013-58, appeal filed (6th Cir. July 5, 2013) ($20,000 penalty when the court had admonished the taxpayer in an order in an earlier case
that the court would impose the penalty if the taxpayer continued to advance frivolous arguments).
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similar future behavior will result in a penalty.?” Finally, the U.S. Courts of Appeals have shown their
willingness to uphold the penalties imposed by the Tax Court without fail in the cases analyzed since
June 1, 2005.

27 See, e.g., Davenport v. Comm’r, T.C. Memo. 2013-41 (court raised the penalty sua sponte and imposed sanctions of $4,000).
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MLI Civil Actions to Enforce Federal Tax Liens or to Subject Property
#9 to Payment of Tax Under IRC § 7403

SUMMARY

Internal Revenue Code (IRC) § 7403 authorizes the United States to file a civil action in U.S. District
Court against a taxpayer who has refused or neglected to pay any tax, to enforce a federal tax lien, or
subject any of the delinquent taxpayer’s property to the payment of tax. We identified 33 opinions issued
between June 1, 2012, and May 31, 2013, that involved civil actions to enforce liens under IRC § 7403.
The IRS prevailed in 30 of these cases. The number of cases represents a 31 percent decrease from the

previous year.'

PRESENT LAW

IRC § 7403 authorizes the United States to enforce a federal tax lien with respect to a taxpayer’s delin-
quent tax liability, or to subject any property, right, title or interest in property of the delinquent taxpayer
to the payment of a liability, by initiating a civil action against the taxpayer in the appropriate United
States District Court.? All parties having liens on or otherwise claiming interest in the relevant property
shall be made parties to the action.? The law of the state where the property is located determines the
nature of a taxpayer’s legal interest in the property.* However, if it is determined that the taxpayer has an

interest in the property, federal law controls whether the property is exempt from attachment of the lien.’

The court may order that the property be sold by an officer of the court and the proceeds applied to the

delinquent tax liability.* However, based on the Supreme Court case United States v. Rodgers, the court is
not required to authorize a forced sale and may exercise limited equitable discretion.” When a forced sale
involves the interests of a non-delinquent third party, the court should consider four factors from Rodgers

when determining whether the property should be sold:

1. The extent to which the government’s financial interests would be prejudiced if they were rel-

egated to a forced sale of the partial interest of the delinquent taxpayer;

2. Whether the innocent third party with a separate interest in the property, in the normal course of
events, has a legally recognized expectation that the property would not be subject to a forced sale

by the delinquent taxpayer or taxpayer’s creditors;

3. The likely prejudice to the third party in personal dislocation costs and inadequate compensation;

and

4. The relative character and value of the non-liable and liable interests held in the property.®

National Taxpayer Advocate 2012 Annual Report to Congress 634-639.
IRC § 7403(a); Treas. Reg. § 301.7403-1(a).

IRC § 7403(b).

U.S. v. National Bank of Commerce, 472 U.S. 713, 722 (1985).

U.S. v. Rodgers, 466 U.S. 677 (1983).

IRC § 7403(c).

466 U.S. 677 (1983).

Rodgers, 461 U.S. at 709-11.

0 ~N o o b~ W N PP
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At the sale of the property in which it holds a first lien, the United States may bid an amount equal to or
less than the amount of the lien, plus selling expenses.” Additionally, the United States may intervene in
foreclosure actions initiated by other creditors, to assert any lien on the property that is the subject of such
action.'® The United States may also remove the case to a U.S. District Court if the case was initiated

in a state court.!! However, junior federal tax liens may be effectively extinguished in a foreclosure and
sale under state law, even if the United States is not a party to the proceeding.'? The IRC also specifically
authorizes the court to appoint a receiver to enforce the lien and, upon the government’s certification that
it is in the public interest, may appoint a receiver with all powers of a receiver in equity to preserve and

operate the property prior to the sale.'

Recently, the IRS clarified its procedures for referring cases to the Department of Justice (DOJ) when
seeking to recommend a suit to foreclose on a taxpayer’s principal residence.'* When a tax lien attaches to
the principal residence of a taxpayer or a residence owned by the taxpayer but occupied by the taxpayer’s
spouse, former spouse, or minor child, the IRS can use two methods to enforce the tax lien. The IRS can
request that the DOJ:

= File suit to foreclose the federal tax lien against the principal residence under IRC § 7403; or

= Commence a proceeding to obtain a court order allowing administrative seizure of a principal

residence under IRC § 6334(e)(1).1

In explaining what steps the IRS must take prior to requesting that the DOJ obtain a court order allowing
administrative seizure of a principal residence under IRC § 6334(e)(1), the Treasury Regulations clearly
state that among other things, the IRS must consider who is living in the residence.'® The Treasury
Regulation on requesting the commencement of a foreclosure action of a principal residence under

§ 7403 is not as clear about the considerations the IRS should make prior to referring a case to the DO]J
for potential foreclosure on a principal residence.!” Thus, the IRS recently issued interim guidance to em-
ployees to explain that the procedures for developing suit referral recommendations under IRC § 6334(e)
apply to such recommendations under IRC § 7403 as well.’® The guidance also emphasizes that the IRS

10

11
12
13
14

15
16
17
18
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IRC § 7403(c).

28 U.S.C. § 1444. However, if the application of the United States to intervene is denied, the adjudication will have no effect upon the federal
tax lien on the property. IRC § 7424.

28 U.S.C. § 1444.
U.S. v. Brosnan, 363 U.S. 237 (1960).
IRC §§ 7403(d) and 7402(a).

Interim Guidance Memorandum (IGM), Principal Residence Suit Foreclosure Recommendations, SBSE-05-0413-035 (Apr. 30, 2013). This guidance
is the result of action by TAS leadership. In 2012, TAS Systemic Advocacy developed and issued to the IRS an Advocacy Proposal recommend-
ing that the IRS consider the negative impact on the taxpayer of a suit to foreclose on a principal residence prior to forwarding the case to the
Department of Justice. TAS, Memorandum for Director, Collection Policy, Aug. 20, 2012. The National Taxpayer Advocate followed this advocacy
proposal with a legislative recommendation that Congress amend IRC § 7403 to require that the IRS, before recommending that the Attorney
General file a suit to foreclose, first determine that the taxpayer’s other property or rights to property, if sold, are insufficient to pay the amount
due, and that the foreclosure and sale of the residence will not create an economic hardship due to the financial condition of the taxpayer.
National Taxpayer Advocate 2012 Annual Report to Congress 537-543 (Legislative Recommendation: Amend IRC § 7403 to Provide Taxpayer
Protections Before Lien Foreclosure Suits on Principal Residences). Following this recommendation, Systemic Advocacy consulted extensively with
the IRS to develop the IGM, which adopted the recommendations set forth by the National Taxpayer Advocate.

IRC § 6334(e)(1) requires that the IRS obtain court approval prior to administratively seizing a principal residence.

Treas. Reg. § 301.6334-1(d)(1).

Treas. Reg. § 301-7403-1.

The IGM follows the legislative recommendation made by the National Taxpayer Advocate in 2012. National Taxpayer Advocate 2012 Annual
Report to Congress, 537-543 (Legislative Recommendation: Amend IRC § 7403 to Provide Taxpayer Protections Before Lien Foreclosure Suits on
Principal Residences).
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should pursue a suit to foreclose a lien on a residence only when it has considered hardship issues and

there are no reasonable administrative remedies.

ANALYSIS OF LITIGATED CASES

We reviewed 33 opinions issued between June 1, 2012 and May 31, 2013 that involved civil actions to
enforce federal tax liens. Table 9 in Appendix III contains a detailed list of those cases. Fifty-five percent
of the taxpayers appeared pro se and 45 percent were represented. Taxpayers with representation received
full relief in two cases and partial relief in one case. No pro se taxpayer received relief in any of the opin-

ions reviewed.

In United States v. Marciello, the IRS had referred the suit to foreclose to the DOJ under IRC § 7403.
The court applied the Rodgers factors to deny the government’s motion for summary judgment with re-
spect to property owned by the taxpayer and his estranged wife.”” The court noted that the forced sale of
the taxpayer’s marital home could foreseeably cause the taxpayer’s 65-year-old wife significant emotional
distress and detriment stemming from dislocation. Although the court felt some of the factors might
weigh in favor of the government, it concluded the taxpayer’s wife raised a genuine factual issue regarding
the proper evaluation of the remaining Rodgers factors, and denied the government’s motion for summary

judgment with respect to the marital home.

In determining the appropriateness of foreclosure, the courts frequently consider whether a transfer of

the property to another party extinguished the federal tax lien. For example, in United States v. Dickert,
the taxpayer failed to file an income tax return for the 1999 tax year.** Based on information provided

by third parties, the IRS computed the taxpayer’s tax liability and sent the taxpayer a statutory notice of
deficiency (SNOD) proposing an assessment. The taxpayer did not file a Tax Court petition or otherwise
respond to the SNOD; thus, the liabilities proposed in the SNOD were assessed. After the assessment,
but before a notice of federal tax lien (NFTL) was filed, the taxpayer transferred real property to a third
party who did not pay full or give adequate consideration. Based on these facts, the court determined that
the government had demonstrated it properly assessed the liabilities after notice and demand for payment,
these liabilities remained unpaid, and a federal lien tax arose upon assessment that attached to all the
taxpayer’s property, including the property transferred to the third party.?' The court found that because
the third party did not qualify as a “purchaser” under 26 U.S.C. § 6323(h)(6), the tax lien remained on

the property an us was su 'CC to 1oreclosure.
he property and th bject to foreclosure.

In United States v. Aiello,” the court considered whether it was appropriate to foreclose on property trans-
ferred to the taxpayer’s wife after the IRC § 6321 tax lien arose and the IRS filed an NFTL. The court

looked at whether the tax liabilities were assessed prior to or after transfer of title. Once it determined the

19 2013 U.S. Dist. LEXIS 43582 (D. Mass. 2013) adopting 2013 U.S. Dist. LEXIS 43589 (D. Mass. 2013). For an explanation of the Rodgers fac-
tors, see footnote 8, supra.
20 2012 U.S. Dist. LEXIS 187223 (N.D. Fla. 2012).

21 IRC § 6321. This lien that arises upon assessment and notice and demand for payment is known as the “secret lien” because its existence is
generally known only by the IRS and the taxpayer.

22 If a taxpayer transfers property subject to a federal tax lien to a purchaser before the government files an NFTL, the lien no longer attaches and
the purchaser acquires the property free of the lien. IRC § 6323(a). A purchaser is defined in the Code as a person who for adequate consider-
ation acquires an interest (other than a lien or security interest) in property which is valid under local law against subsequent purchasers without
actual notice. IRC § 6323(h)(6).

23 2013 U.S. Dist. LEXIS 77854 (E.D.N.Y. 2013).
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liabilities were assessed prior to the transfer of property to the wife, the court found the tax lien remained
on the property, notwithstanding the transfer.* Applying similar reasoning, the court in United States v.
Johnson found that because the taxpayer transferred properties to his daughter after the IRC § 6321 lien

arose and an NFTL was filed, the federal tax liens remained on the properties.”

A number of the opinions involved foreclosure of federal tax liens against property titled in the name of a
taxpayer’s nominee or alter ego. A nominee is “one who holds bare legal title to property for the benefit of
another.”* Courts typically look at a number of factors to determine whether an entity is a nominee of a

taxpayer, such as whether:
® The nominee paid no or inadequate consideration;
® The property was placed in the name of the nominee in anticipation of the tax debt or litigation;
® There is a close relationship between the transferor and the nominee;
® The parties to the transfer never recorded the conveyance;
® The transferor retained control; and

® The transferor continues to enjoy the benefits of property.”

In United States v. Smith, the court held the revocable living trust set up by the taxpayer was the alter-ego/
nominee of the taxpayer.”® The court based this conclusion on the fact that the taxpayer admitted he
owned the property held by the trust, had exclusive use of the subject properties, and personally paid the

property expenses.

In United States v. Zaccardy, the taxpayer transferred title of his house to Grace Christian Fellowship, an
entity that the government argued was not functionally a church but was simply the taxpayer’s nominee.”
The court agreed with the government, noting that the transfers of the home were made without ex-

change of money or other items of value.?’

The court in United States v. Hopkins reached a similar decision.?' The taxpayers established two trusts
and a corporation and the husband, an emergency room physician, instructed his employers to send

his compensation to one of these entities. After the taxes were assessed, the taxpayers transferred their
residence and adjoining real property to one of these entities and acquired new properties in the name of
one of these entities. After noting that the taxpayers themselves were the chief officers of these entities,
the court held that these trusts and corporations were the nominees of the taxpayers and thus ordered the

foreclosure of the tax liens on the properties held by the nominee entities.*

24
25
26
27
28
29
30
31
32
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2013 U.S. Dist. LEXIS 77854 (E.D.N.Y. 2013).
111 A.FT.R.2d (RIA) 1551 (S.D. Tex. 2013).
U.S. v. Smith, 109 A.FT.R.2d (RIA) 2359 (W.D. Wash. 2012) quoting Scoville v. U.S., 250 F.3d 1198, 1202 (8th Cir. 2001).

110 A.FTR.2d (RIA) 6679 (D. Utah 2012).

20131 U.S.T.C (CCH) § 50,218 (D.N.M. 2013).
20131 U.S.T.C (CCH) § 50,218 (D.N.M. 2013).
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CONCLUSION

In the 2012 Annual Report to Congress, we predicted that we might see more court opinions involving
lien enforcement in the coming years due to an increase of cases referred to the Department of Justice by
the IRS.* While we did not find that outcome this year, factors such as delays in litigation or settlement

prior to trial may have contributed to the smaller number of court opinions this year and a spike in cases
may be seen in coming years.

Figure 3.9.1 below shows the number of cases referred to the DO]J by fiscal year.**
FIGURE 3.9.1, Lien Cases Referred to U.S. Department of Justice by Year, FY 2010-2013

Lien Cases Referred to U.S. Department of Justice
300

278

250

221

Lien Cases Sent to DOJ

215
204

FY2010 FY2011 FY2012 FY2013

More importantly, the National Taxpayer Advocate and her staff raised concerns about inadequate protec-
tions for taxpayers in lien enforcement mechanisms, as evidenced in specific cases open in the Taxpayer
Advocate Service. With the issuance of interim guidance clarifying when the IRS should seek to refer a
foreclosure case to the Department of Justice, referrals of cases may decrease in coming years and we may

then see a further decline in court opinions on lien enforcement.

33 National Taxpayer Advocate 2012 Annual Report to Congress 639.

34  Department of Justice (DOJ), Tax Division, Suits to Foreclose Tax Lien - Summary by Fiscal Year of Case Receipt (Oct. 3, 2012) and Department of
Justice (DOJ), Tax Division, Suits to Foreclose Tax Lien - Summary by Fiscal Year of Case Receipt (Oct. 18, 2013).
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MLI Relief from Joint and Several Liability Under IRC § 6015
#10

SUMMARY

Married couples may elect to file their federal income tax returns jointly or separately. Spouses filing joint
returns are jointly and severally liable for any deficiency or tax due.! Joint and several liability permits the

IRS to collect the entire amount due from either taxpayer.’

Internal Revenue Code (IRC) § 6015 provides three avenues for relief from joint and several liability.
Section 6015(b) provides “traditional” relief for deficiencies. Section 6015(c) also provides relief for
deficiencies for certain spouses who are divorced, separated, widowed, or not living together, by allocating
the liability between the spouses. Section 6015(f) provides “equitable” relief from both deficiencies and
underpayments, but only applies if a taxpayer is not eligible for relief under IRC § 6015(b) or (c).

We reviewed 31 federal court opinions involving relief under IRC § 6015 that were issued between June
1,2012, and May 31, 2013. The most significant issues the courts addressed this year are the Tax Court’s
scope and standard of review of claims for relief under IRC § 6015(f) and whether district courts have
jurisdiction to decide innocent spouse claims raised as a defense in a collection suit or in an interpleader
suit.> The Tax Court also noted how proposed guidance, if applicable, would have affected its analysis of

claims for relief under IRC § 6015(f).

PRESENT LAW

Three Avenues for Relief from Joint and Several Liability

Traditional Innocent Spouse Relief Under IRC § 6015(b)
IRC § 6015(b) provides that a requesting spouse shall be partially or fully relieved from joint and several

liability, pursuant to procedures established by the Secretary, if the requesting spouse can demonstrate

that:
1. A joint return was filed;
2. There was an understatement of tax attributable to erroneous items of the nonrequesting spouse;*

3. Upon signing the return, the requesting spouse did not know or have reason to know of the

understatement;

1 IRC § 6013(d)(3). We use the terms “deficiency” and “understatement” interchangeably for purposes of this discussion and the case table in
Appendix 3, even though IRC § 6015(b)(1)(D) and IRC § 6015(f) expressly use the term “deficiency” and IRC § 6015(b)(1)(B) refers to an “under-
statement of tax.”

2 The National Taxpayer Advocate, in the 2005 Annual Report to Congress, proposed legislation that would eliminate joint and several liability for
joint filers. See National Taxpayer Advocate 2005 Annual Report to Congress 407.

3 Rule 22 of the Federal Rules of Civil Procedure permits a party to a lawsuit to join others to the suit — to interplead them — when the party
may otherwise be exposed to double or multiple liability. For example, a party may hold property to which more than one other person claims
an interest, and honoring one claim may expose the party to liability to other claimants. By joining interested parties in an interpleader suit, the
claimants litigate among themselves to resolve the competing claims.

4 An erroneous item is any income, deduction, credit, or basis that is omitted from or incorrectly reported on the joint return. See Treas. Reg. §
1.6015-1(h)(4).
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4. Taking into account all the facts and circumstances, it is inequitable to hold the requesting spouse

liable; and

5. The requesting spouse elected relief within two years after the IRS began collection activities

against him or her.’

A requesting spouse is eligible for a refund under this subsection so long as the requesting spouse made

the payment and the requirements of IRC § 6511 have been met.®

Allocation of Liability Under IRC § 6015(c)
IRC § 6015(c) provides that the requesting spouse shall be relieved from liability for deficiencies allocable
to the nonrequesting spouse, pursuant to procedures established by the Secretary. To obtain relief under

this section, the requesting spouse must demonstrate that:
1. A joint return was filed;

2. At the time relief was elected, the joint filers were unmarried, legally separated, widowed, or had

not lived in the same household for the 12 months immediately preceding the election; and

3. The election was made within two years after the IRS began collection activities with respect to

the requesting spouse.

This election allocates to each joint filer the portion of the deficiency attributable to each filer as calcu-
lated under the allocation provisions of IRC § 6015(d). A taxpayer is ineligible to make an election under
IRC § 6015(c) if the IRS demonstrates that, at the time he or she signed the return, the requesting tax-
payer had “actual knowledge” of any item giving rise to the deficiency.” Relief is not available for amounts
attributable to fraud, fraudulent schemes, or certain transfers of disqualified assets.® Finally, no credit or
refund is allowed as a result of relief granted under IRC § 6015(c).’

Equitable Relief Under IRC § 6015(f)
IRC § 6015(f) provides that the Secretary may relieve a taxpayer from liability for both deficiencies and

underpayments'® where the taxpayer demonstrates that:
1. Relief under IRC § 6015(b) or (c) is unavailable; and

2. Taking into account all the facts and circumstances, it would be inequitable to hold the taxpayer

liable for the underpayment or deficiency.

Previously, the IRS incorporated the statutory two-year deadline found in IRC § 6015 (b)(1)(E) and
(c)(3)(B) into the § 6015 regulations and thereby imposed the two-year rule on requests for equitable

6
7
8
9

Not all actions that involve collection will trigger the two-year period of limitations. Under the regulations, only the following four events constitute
“collection activity” that will start the two-year period: (1) an IRC § 6330 notice; (2) an offset of an overpayment of the requesting spouse against
the joint income tax liability under IRC § 6402; (3) the filing of a suit by the United States against the requesting spouse for the collection of the
joint tax liability; and (4) the filing of a claim by the United States to collect the joint tax liability in a court proceeding in which the requesting
spouse is a party or which involves property of the requesting spouse. Treas. Reg. § 1.6015-5(b)(2).

IRC § 6015(g)(1). See note 19 for an explanation of the general time period for filing refund claims under IRC § 6511.
IRC § 6015(c)(3)(C).

IRC § 6015(c)(4),(d)(3)(C).
IRC § 6015(g)(3).

(
(
(

10 An underpayment of tax occurs when the tax is properly shown on the return but is not paid. Washington v. Comm’, 120 T.C. 137, 158-59 (2003).
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relief under IRC § 6015(f)."" In 2009, the Tax Court, in Lantz v. Commissioner, held the regulation im-
posing the two-year rule invalid.'* The IRS appealed Lantz and similar decisions, and three U.S. Courts
of Appeal ultimately held that the regulation was valid.”® In the meantime, the Tax Court continued,
where permitted, to hold the regulation invalid, and the issue was appealed to other U.S. Courts of
Appeal."* The National Taxpayer Advocate consistently advocated for removal of the two-year rule that
prevented taxpayers from obtaining equitable relief."” In July 2011, the IRS changed its position and now
considers requests for equitable relief under IRC § 6015(f) submitted after July 25, 2011, without regard
to when the first collection activity was taken.'® Proposed Treasury regulations to reflect the change in the
two-year rule were published on August 13, 2013." Requests for equitable relief may be filed within the
period of limitation on collection in IRC § 65028 or, for any credit or refund of tax, within the period of
limitation in IRC § 6511.7

Revenue Procedure 2003-61 lists some of the factors the IRS has considered in determining whether eq-
uitable relief is appropriate.?® In January 2012, the IRS issued a proposed revenue procedure to supersede
Revenue Procedure 2003-61.2' IRS Chief Counsel attorneys immediately applied the provisions of the
proposed revenue procedure in docketed Tax Court cases.”> However, taxpayers were advised to notify
the IRS in their applications for relief (or supplement existing applications) if they would receive more

favorable treatment under one or more of the factors provided in Revenue Procedure 2003-61. The IRS

11
12
13

14

15

16

17

18

19

20
21

22
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Treas. Reg. § 1.6015-5(b)(1).
132 T.C. 131 (2009).

Mannella v. Comm’r, 631 F.3d 115 (3d Cir. 2011) rev’g and remanding 132 T.C. 196 (2009); Jones v. Comm’r, 642 F.3d 459 (4th Cir. 2011), rev’g
and remanding T.C. Docket No. 17359-08 (May 28, 2010); Lantz v. Comm’r, 607 F.3d 479 (7th Cir. 2010) rev’g and remanding 132 T. C. 131
(2009).

Adhering to the rule in Golsen v. Comm’, 54 T.C. 742, 757 (1970), affd 445 F.2d 985 (10th Cir. 1971), that the Tax Court will defer to a U.S.
Court of Appeals decision which is squarely on point where appeal from the Tax Court decision lies to that U.S. Court of Appeal, the Tax Court
continued to hold the regulation invalid in cases appealable to other circuits. See, e.g., Young v. Comm’r, T.C. Docket No. 12718-09 (May 12,
2011); Pullins v. Comm’r, 136 T.C. 432 (2011); Stephenson v. Comm’r, T.C. Memo. 2011-16; Hall v. Comm’, 135 T.C. 374, appeal dismissed

(6th Cir. Aug. 2, 2011); Buckner v. Comm', T.C. Docket No. 12153-09, appeal dismissed (6th Cir. July 27, 2011); Carlile v. Comm’r, T.C. Docket
No. 11567-09, appeal dismissed (9th Cir. Dec. 8, 2010); Payne v. Comm’r, T.C. Docket No. 10768-09, appeal dismissed (9th Cir. July 25, 2011);
Coulter v. Comm’r, T.C. Docket No. 1003-09, appeal dismissed (2d Cir. Aug. 4, 2011).

National Taxpayer Advocate 2010 Annual Report to Congress 377 (Legislative Recommendation: Allow Taxpayers to Request Equitable Relief Under
Internal Revenue Code Section 6015(f) or 66(c) at Any Time Before Expiration of the Period of Limitations on Collection and to Raise Innocent Spouse
Relief as a Defense in Collection Actions); vol. 2 at 1-12 (Unlimit Innocent Spouse Equitable Relief); National Taxpayer Advocate 2006 Annual Report
to Congress 540 (Legislative Recommendation: Eliminate the Two-Year Limitation Period for Taxpayers Seeking Equitable Relief under IRC § 6015 or
66).

Notice 2011-70, 2011-2 C.B. 135 (July 25, 2011), available at http://www.irs.gov/pub/irs-drop/n-11-70.pdf. The Notice provides transitional
rules and provides that pending litigation will be managed consistently with the removal of the two-year rule. See also CC-Notice 2011-017 (July
25, 2011) (providing direction for Chief Counsel attorneys handling cases docketed with the Tax Court that involve the two-year deadline).

78 Fed. Reg. 49,242 (Aug. 13, 2013). Written or electronic comments were invited. Comments and requests for a public hearing were to be
received by Nov. 12, 2013.

The statutory period of limitations on collection is generally ten years after the date the tax is assessed. IRC § 6502(a). However, a variety of
statutory provisions may extend or suspend the collection period. For example, if a court proceeding to collect the tax is brought, such as a suit
to reduce a tax liability to judgment, the period of limitations on collection is extended. Therefore, the period of limitations on collection could
exceed ten years, and a claim for innocent spouse relief would be valid at any point during that time.

Generally, taxpayers must request a refund within three years from the date their return was filed, or two years from the time the tax was paid,
whichever occurs later, or, if no return was filed, within two years from the time the tax was paid. IRC § 6511(a). If taxpayers meet the three-year
requirement, they can recover payments made during the three-year period that precedes the date of the refund request, plus the period of any
extension of time for filing the return. However, taxpayers who do not meet the three-year requirement can recover only payments made during the
two-year period preceding the date of the refund request. IRC § 6511(b)(2).

Rev. Proc. 2003-61, 2003-2 C.B. 296.

Notice 2012-8 (Jan. 5, 2012), 2012-4 C.B. 309, available at http://www.irs.gov/irb/2012-04_IRB/ar09.html. The Department of Treasury and the
IRS invited public comment on the proposed guidance and on the administration of the IRS’s innocent spouse program by Feb. 21, 2012.

Notice CC-2012-004 (Jan. 5, 2012).
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would then apply those factors until the proposed revenue procedure was finalized. The proposed revenue
procedure was finalized as Revenue Procedure 2013-34 and became effective for requests for equitable
relief pending on September 16, 2013.% As discussed below, the Tax Court continued to apply Revenue
Procedure 2003-61 pending finalization of the new revenue procedure. However, it occasionally consid-

ered whether the revenue procedure as proposed would change its analysis.*

Factors common to Revenue Procedure 2003-61, the proposed revenue procedure, and Revenue
Procedure 2013-34 include

B Marital status;

= Economic hardship;

= Knowledge or reason to know of the understatement or that the tax would not be paid;
= Legal obligations of the nonrequesting spouse;

= Significant benefit to the requesting spouse; and

= Compliance with income tax laws.

Abuse was an additional factor under Revenue Procedure 2003-61; the new guidance removed abuse as a
separate factor, but clarified the effect abuse has on the analysis generally and on the knowledge factor and

significant benefit factors specifically.”

Rights of Nonrequesting Spouse

The individual with whom the requesting spouse filed the joint return is generally referred to as a
“nonrequesting spouse” and is granted certain rights by IRC § 6015. The nonrequesting spouse must be
notified and given an opportunity to participate in any administrative proceedings concerning a claim
under IRC § 6015.% Further, if during the administrative process full or partial relief is granted to the
requesting spouse, the nonrequesting spouse can file a protest and receive an administrative conference in
the IRS Appeals function.”” The nonrequesting spouse does not have the right to petition the Tax Court
in response to the IRS’s administrative determination regarding IRC § 6015 relief.®

If the requesting spouse files a Tax Court petition, the nonrequesting spouse must receive notice of the
Tax Court proceeding and has an unconditional right to intervene in the proceeding to dispute or support
the requesting spouse’s claim for relief.” However, an intervening spouse has no standing to appeal the

Tax Court’s decision to the United States Court of Appeals.*

23
24

25
26
27
28

29
30

2013-42 I.LR.B. 1.

Sriram v. Comm’r, T.C. Memo. 2012-91, was the first case in which the Tax Court analyzed the IRC § 6015(f) claim under the provisions of both
Rev. Proc. 2003-61 and Notice 2012-8. More recent examples of this approach are discussed below.

Notice 2012-8 and Rev. Proc 2013-34, §§ 4.01(5), (7)(d); 4.02(3); 4.03(2)(c)(iv), ().
IRC § 6015(h)(2).
Rev. Proc. 2003-19, 2003-5 C.B. 371.

Maier v. Comm’r, 119 T.C. 267 (2002), affd, 360 F.3d 361 (2d Cir. 2004) (holding that there are no provisions in IRC § 6015 that allow the nonre-
questing spouse to petition the Tax Court from a notice of determination).

Van Arsdalen v. Comm’r, 123 T.C. 135 (2004).
Baranowicz v. Comm’r, 432 F.3d 972 (9th Cir. 2005).
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Judicial Review

Taxpayers seeking relief under IRC § 6015 generally file Form 8857, Request for Innocent Spouse Relief™!
After reviewing the request, the IRS issues a final notice of determination granting or denying relief in
whole or in part. The taxpayer has 90 days from the date the IRS mails the notice to file a petition with
the Tax Court.?? The Tax Relief and Health Care Act of 2006 amended IRC § 6015(e) to expressly pro-
vide that the Tax Court has jurisdiction in “stand-alone” cases to review IRC § 6015(f) determinations,

even where no deficiency has been asserted.”

ANALYSIS OF LITIGATED CASES

We analyzed 31 opinions issued between June 1, 2012, and May 31, 2013, including 21 Tax Court opin-
ions, one each from the United States Courts of Appeals for the First, Fifth, Ninth, Eleventh, and Federal
Circuits, two from the Court of Appeals for the Sixth Circuit, and three from U.S. District Courts. Sixty-
five percent of the cases (20 of 31) were decided in favor of the IRS and 32 percent (10 of 31) in favor of
the requesting spouse (including two cases in which only the intervenor opposed granting relief). One
case (three percent) ended in a split decision. In 35 percent (11 of 31) of the cases, the taxpayers appeared
pro se (i.e., they represented themselves). Taxpayers who proceeded pro se prevailed in spite of opposition
from the IRS in three cases out of 11 (27 percent).** One pro se taxpayer obtained a split decision. The

nonrequesting spouse intervened in 23 percent of the cases (seven of 31).

Seventy-one percent of the cases (22 of 31) involved an analysis of whether to grant relief. Twenty-nine
percent of the cases (nine of 31) involved procedural issues, with 78 percent (seven of nine) of these cases

decided in favor of the IRS, and 22 percent (two of nine) in favor of the taxpayer.

Of the 22 cases decided on the merits, 59 percent (13 of 22) were decided in favor of the IRS, and 36
percent (eight of 22) in favor of the taxpayer. In five percent (one case) the court split its decision. See

Table 10 in Appendix 3 for a detailed breakdown of the cases.

Procedural Issues

The Court of Appeals for the Ninth Circuit affirmed the Tax Court’s holding in Wilson v. Commissioner,
discussed in the National Taxpayer Advocate’s 2011 Annual Report to Congress, that the Tax Court
provides de novo review of claims for relief under IRC § 6015(f).> Additionally, two district courts

31
32
33

34
35
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See IRS Form 8857, Request for Innocent Spouse Relief, Instructions (Sept. 2010).
IRC § 6015(e)(1)(A)(ii).

Pub. L. No. 109-432, Div. C, § 408(a), (c), 120 Stat. 2922, 3061-62 (2006). Prior to amendment, IRC § 6015(e) provided for Tax Court review of
determinations under IRC 6015(b) or (c), but it was not clear that the Tax Court had jurisdiction to review requests for relief made only under IRC
§ 6015(f) when no deficiency had been asserted. The 2006 amendment followed the National Taxpayer Advocate’s recommendation that IRC §
6015(e) be amended to clarify that taxpayers have the right to petition the Tax Court for review of determinations made only under IRC § 6015(f).
See National Taxpayer Advocate 2001 Annual Report to Congress 159-65 (Key Legislative Recommendation: Joint and Several Liability Final
Determination Rights). The filing of a Tax Court petition in response to the final notice of determination or after the IRC § 6015 claim is pending
for six months is often referred to as a “stand-alone” proceeding, because jurisdiction is predicated on IRC § 6015(e) and not deficiency jurisdic-
tion under IRC § 6213.

Taxpayers who proceeded pro se prevailed in an additional two cases in which only the intervenor (and not the IRS) opposed relief.

Wilson v. Comm’r, 705 F.3d 980 (9th Cir. 2013) aff’g T.C. Memo. 2010-134; National Taxpayer Advocate 2011 Annual Report to Congress 655
(Most Litigated Issue: Relief from Joint and Several Liability under IRC § 6015) at 661.
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continued the disturbing trend of holding that a taxpayer was not entitled to raise innocent spouse relief
as a defense in a collection suit.’® A third district court refused to allow the defense in an interpleader

suit.””

Wilson v. Commissioner

In Wilson v. Commissioner,®® Mr. Wilson, an insurance salesman, generated additional income by steer-
ing people into a Ponzi scheme. Mrs. Wilson was aware of the additional income but believed it derived
from legitimate business operations. The additional income, which arose in 1997-1999, was not reported
on the joint returns the couple filed for 1997 or 1998. The couple later filed amended 1997 and 1998
returns that reported the income, and included the additional income on their 1999 joint return. The
resulting $540,000 tax debt from the returns for the three years remained unpaid. In 2002, Mrs. Wilson

requested innocent spouse relief under IRC § 6015(f) in a stand-alone petition.?’

In the Tax Court proceeding, pursuant to Porter v. Commissioner (Porter 1),% the Tax Court’s scope of re-
view was de novo, which means that the court could and did consider evidence introduced at trial that was
not part of the administrative record. The Tax Court’s decision in Porter I was in turn based on its earlier
holding in Ewing v. Commissioner,' in which the Tax Court found that the Administrative Procedure Act
(APA),* which limits the scope of judicial review to the administrative record, was not applicable to Tax
Court proceedings, including IRC § 6015 proceedings. Further, the Tax Court found that the use of the
word “determine” in IRC § 6015 is similar to the use of the word “redetermination” in IRC § 6213(a)
under which it is unquestioned that the scope of its review is de novo. The Tax Court concluded that the
use of this term meant that Congress intended the court to have de novo review authority for IRC § 6015
cases. The Court of Appeals for the Eleventh Circuit had also held that de novo review is appropriate for
Tax Court review of stand-alone claims under IRC § 6015(f).* However, the IRS did not agree with the
decision in Porter I, and instructed Chief Counsel attorneys to, among other things, continue to raise the

scope of review argument whenever appropriate.*

36

37
38
39

40

41
42
43
44

U.S. v. Popowski, 110 A.ET.R.2d (RIA) 6997 (D.S.C. 2012); U.S. v. EIman, 110 A.ET.R.2d (RIA) 6993 (N.D. Ill. 2012). The National Taxpayer
Advocate has recommended that Congress address this problem in three Annual Reports to Congress. National Taxpayer Advocate 2010 Annual

Report to Congress 377 (Legislative Recommendation: Allow Taxpayers to Request Equitable Relief Under Internal Revenue Code Section 6015(f)
or 66(c) at Any Time Before Expiration of the Period of Limitations on Collection and to Raise Innocent Spouse Relief as a Defense in Collection
Actions); National Taxpayer Advocate 2009 Annual Report to Congress 378 (Legislative Recommendation: Allow Taxpayers to Raise Relief Under
Internal Revenue Code Sections 6015 and 66 as a Defense in Collection Actions); National Taxpayer Advocate 2007 Annual Report to Congress
549 (Legislative Recommendation: Allow Taxpayers to Raise Relief Under Internal Revenue Code Sections 6015 and 66 as a Defense in Collection
Actions).

Simmons Perrine Moyer Bergman, PLC v. Coleman, 1111 A.ET.R.2d (RIA) 1237 (N.D. lowa 2013).

T.C. Memo. 2010-134, aff'd by 705 F.3d 980 (9th Cir. 2013).

The trial began in 2005, but the Tax Court suspended the case due to the questioned jurisdiction of the Tax Court over stand-alone innocent
spouse cases. See Comm'r v. Ewing, 439 F.3d 1009 (9th Cir. 2006), rev’g 118 T.C. 494 (2002) and vacating 122 T.C. 32 (2004). As discussed

supra, the Tax Relief and Health Care Act of 2006 amended IRC § 6015(e) to expressly provide that the Tax Court has jurisdiction to review IRC §
6015(f) determinations even when no deficiency has been asserted, permitting Mrs. Wilson’s case to go forward.

130 T.C. 115 (2008) (Porter ). In Porter I, the Tax Court denied the IRS’s motion in limine (i.e., as a preliminary matter), which sought to preclude
the taxpayer from offering evidence not already contained in the administrative record.

118 T.C. 494 (2002), vacated on other grounds sub nom. Comm’r v. Ewing, 439 F.3d 1009 (9th Cir. 2006).
5 U.S.C. 8§88 551-559, 701-706 (2000).

Neal v. Comm’r, 557 F.3d 1262 (11th Cir. 2009), aff’g T.C. Memo. 2005-201.

Notice CC-2009-021 (June 30, 2009) supplementing Notice CC-2004-26 (July 12, 2004).
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Pursuant to its decision in Porter v. Commissioner (Porter I1),> the Tax Court used the de novo standard of
review, rather than an abuse of discretion standard of review. Under a de novo standard, the court consid-
ers the facts of the case anew and determines whether it is inequitable to hold the requesting spouse liable
for the unpaid tax or deficiency. Under an abuse of discretion standard, the court reviews the IRS’s denial
of relief and overturns that determination only where it is shown to be arbitrary, capricious, or without
sound basis in fact, and the requesting spouse bears the burden of proving that the Commissioner abused
his discretion in denying relief.*® The IRS also did not agree with the decision in Porter II, and instructed
Chief Counsel attorneys to, among other things, continue to raise the standard of review argument

whenever appropriate.?’

The Tax Court held that Mrs. Wilson was entitled to relief under IRC § 6015(f), and articulated the ways
in which its conclusions, based on de novo review, differed from the IRS’s conclusions that were based
solely on the administrative record.”® The IRS appealed the Tax Court’s decision to the Court of Appeals
for the Ninth Circuit. While the appeal was pending, the National Taxpayer Advocate recommended
that Congress clarify that the scope and standard of Tax Court determinations under IRC § 6015(f) is de

novo.*®

The Court of Appeals for the Ninth Circuit affirmed the Tax Court’s decision. The court noted that the
statutory mandate in IRC § 6015(e) that the Tax Court “determine” the appropriate relief “in light of
all the facts and circumstances” suggests a de novo scope of evidentiary review; the Court of Appeals for
the Eleventh Circuit had arrived at this conclusion; and a different approach would produce inconsisten-
cies in different types of IRC § 6015(f) claims.”® The court did not decide whether the APA applies to
Tax Court proceedings (although it acknowledged that there is “considerable doubt” on this point).”!
However, it noted that even if the APA applies, an exception to the general rule that review is limited to
the agency record permits a reviewing court to require supplementation of an incomplete administra-
tive record, and that “[t]he ability to supplement the administrative record is particularly important in
equitable relief cases, which require a fact-intensive inquiry of sensitive issues that may not come to light
during the administrative phase of review.” Supplementing the administrative record was critical to
determining whether the IRS had properly considered Mrs. Wilson’s claim, and the Tax Court properly

considered the additional evidence.”

45 132 T.C. 203 (2009); Porter Il is a continuation of the same case that produced the 2008 holding (Porter I, see supra note 40) that Tax Court
review of denials of relief under IRC § 6015(f) is not limited to the administrative record.

46 Jonson v. Comm’r, 118 T.C. 106, 125, affd by 353 F.3d 1181 (10th Cir. 2003).
47 Notice CC-2009-021 (June 30, 2009), supplementing Notice CC-2004-26 (July 12, 2004).

48 For a complete discussion of the Tax Court’s analysis of the relevant factors, see National Taxpayer Advocate 2011 Annual Report to Congress
(Most Litigated Issue: Relief from Joint and Several Liability Under IRC § 6015) at 661.

49 National Taxpayer Advocate 2011 Annual Report to Congress 531 (Legislative Recommendation: Clarify that the Scope and Standard of Tax Court
Determinations Under Internal Revenue Code Section 6015(f) is De Novo).

50 705 F.3d 980, 988-989. For example, if a taxpayer petitions the Tax Court after the request for relief has been pending for six months, as per-
mitted by IRC § 6015(e)(1)(A)(i)(Il), there may be no administrative record. As another example, a taxpayer may, in a deficiency proceeding, raise
IRC § 6015(f) as an affirmative defense. Again, there would be no administrative record to consult, and the scope of review would be de novo.
Moreover, Congress provided for intervention by nonrequesting spouses, which suggests it intended trials de novo under IRC § 6015(f) to permit
the other spouse to offer evidence.

51 705 F.3d 980, 990, n. 16.

52 705 F.3d 980, 991, citing the National Taxpayer Advocate 2011 Annual Report to Congress (Most Serious Problem: The IRS Does Not Sufficiently
Recognize and Address Domestic Violence and Abuse and its Effects on Tax Administration).

53 The court noted that many taxpayers claiming innocent spouse relief like Mrs. Wilson proceed pro se, citing the National Taxpayer Advocate 2011
Annual Report to Congress 589 (Most Litigated Issues: Introduction, Analysis of Pro Se Litigation).
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The court also held that the Tax Court properly reviewed Wilson’s claim anew, rather than for an abuse of
discretion. Because the Tax Court may consider a claim in which there is no administrative record at all,
it would be illogical to require review only for abuse of discretion. The IRS agreed that a de novo scope

of review is incompatible with review for abuse of discretion because such an approach may result in the
Tax Court finding the IRS abused its discretion in denying relief based on evidence not before the IRS.
The court noted that it would be pointless for the Tax Court to compile a de novo record by considering
evidence not in the administrative record if the court could then only review the claim for an abuse of
discretion.”* “Finally,” the court noted, “the nature of equitable relief also favors de novo review. ... The
award of equitable spouse relief often turns on credibility, which is best tested in the crucible of trial rather
than in a bureaucratic office in which the officer is unlikely even to meet the claimant. In this unique

context, de novo review of the agency decision is particularly appropriate.”

On June 17, 2013, the IRS announced its acquiescence in the Wilson decision, stating that “[a]lthough
the Service disagrees that section 6015(e)(1) provides both a de novo standard and a de novo scope of
review, the Service will no longer argue that the Tax Court should review section 6015(f) cases for an
abuse of discretion or that the court should limit its review to the administrative record.”® Chief Counsel

attorneys were instructed to proceed accordingly.”

U.S. v. Popowsi, U.S. v. Elman, and Simmons v. Coleman

The Popowski and Elman cases™ further illustrate the need for legislative clarification to counter the
judicial view, identified by the National Taxpayer Advocate in past Annual Reports to Congress, that a
taxpayer may not raise IRC § 6015 as a defense in district court proceedings.”” IRC § 6015 (e)(1)(A)
provides that an individual who seeks relief from joint liability may, “in addition to any other remedy
provided by law,” petition the Tax Court to determine the appropriate relief available. At least one district
court has considered the defense in a suit to reduce joint federal tax assessments to judgment and to
foreclose federal tax liens.”” Other statutory provisions and judicial precedent support the conclusion that
taxpayers may raise IRC § 6015 in a variety of contexts.” However, in the Popowski and Elman cases, two

district courts, one in South Carolina and one in Illinois, held that they do not have jurisdiction over IRC

54
55

56
57

58
59

60

61

705 F.3d 980, 992-993.

705 F.3d 980 at 993. The court added that the IRC § 6015(e) jurisdictional grant to the Tax Court to “determine” whether relief is appropriate
buttressed its conclusion that de novo review is appropriate. The Tax Court had always reviewed claims under IRC § 6015 (b) and (c) de novo,
and the 2006 statutory direction that the Tax Court determine the appropriate relief available under subsections (b), (c), and (f), indicated that uni-
formity in the standard of review was intended for all claims under IRC § 6015.

Action on Dec., 2012-07 (June 17, 2013).

Notice CC-2013-11 (June 7, 2013), obsoleting Notice CC-2009-021 (June 30, 2009), and Notice CC-2004-26 (July 12, 2004), supra notes 44 and
47.

U.S. v. Popowski, 110 A.FT.R.2d (RIA) 6997 (D.S.C. 2012); U.S. v. ElIman, 110 A.FT.R.2d (RIA) 6993 (N.D. Ill. 2012).

See National Taxpayer Advocate 2012 Annual Report to Congress 648; National Taxpayer Advocate 2010 Annual Report to Congress 504;
National Taxpayer Advocate 2009 Annual Report to Congress 487; National Taxpayer Advocate 2008 Annual Report to Congress 524; National
Taxpayer Advocate 2007 Annual Report to Congress 631. Moreover, the National Taxpayer Advocate three times recommended that legislation
clarify that taxpayers may raise relief under IRC §§ 6015 and 66 as a defense in collection actions. See National Taxpayer Advocate 2010 Annual
Report to Congress 377; National Taxpayer Advocate 2009 Annual Report to Congress 378; National Taxpayer Advocate 2007 Annual Report to
Congress 549.

U.S. v. Melot, 109 A.FT.R.2d (RIA) 1568 (D.N.M. 2012), appeal dismissed (10th Cir. Aug. 1, 2012) (holding that relief under IRC § 6015 was not
available because the taxpayer requesting relief had not filed a joint return, and that relief under IRC § 66 was not available because the taxpayer
did not establish that she did not know, and had no reason to know, of the item of community income giving rise to the unpaid tax).

See IRC §§ 6320(c) and 6330(c)(2)(A)(i) (pertaining to collection due process proceedings); IRC § 6213 and Corson v. Comm’r, 114 T.C. 354, 363
(2000) (pertaining to deficiency proceedings); 11 U.S.C.A.§ 505(a) (pertaining to bankruptcy proceedings); and IRC § 7422 (pertaining to refund
suits).
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§ 6015 claims raised as a defense in an action to reduce joint federal tax assessments to judgment or in a

lien foreclosure suit.

In Popowski, Mrs. Popowski alleged that she had sought innocent spouse relief from the IRS, which

was denied.®> Mrs. Popowski did not petition the Tax Court for review of the determination. When
Mrs. Popowski sought to raise a claim for innocent spouse relief as a defense in a suit to reduce joint tax
liabilities to judgment, the court found that she had not made any evidentiary showing that she qualified
for innocent spouse relief. The court held that even if Mrs. Popowski had submitted such evidence, “the
Court has no authority to hear it. The defendant essentially concedes and the plaintiff amply demon-
strates that the ‘innocent spouse’ defense may only be heard by the Tax Court.”® Mrs. Popowski was not
permitted to raise her innocent spouse claim as a defense, and the court granted the government’s motion

for summary judgment.

In Elman, Mrs. Elman sought innocent spouse relief as a defense in a suit to reduce to judgment joint
tax liabilities from tax years 1996, 1998, and 1999 and to enforce federal tax liens on her home.** The
IRS had rejected Mrs. Elman’s request for relief under IRC § 6015(b), (c), and (f) because she did not
request relief within two years of August 4, 2003, the date the IRS commenced its first collection activity
against her.> In addition, the IRS rejected the claim under IRC § 6015(f), because, it said, Mrs. Elman
had not shown that at the time the returns were filed, she had reason to believe Mr. Elman (who died in
2005) would pay the tax, and she had not proven her claim of economic hardship. The IRS Office of
Appeals agreed with the denial of relief, and Mrs. Elman did not petition the Tax Court for review. The
court, citing U.S. v. Boynton, noted “[a]lthough the statute itself does not address whether the Tax Court’s
jurisdiction is exclusive, courts interpreting the statute have concluded that it is.”® The court held that
exclusive jurisdiction over Mrs. Elman’s innocent spouse claim lies with the Tax Court and that it lacked
jurisdiction to entertain the innocent spouse defense. It therefore granted the government’s motion for

summary judgment to reduce the tax liabilities to judgment.”’

As the National Taxpayer Advocate has pointed out, these district court decisions are inconsistent with the
statutory language of IRC § 6015, which does not give the Tax Court exclusive jurisdiction to determine

innocent spouse claims, but rather confers Tax Court jurisdiction “in addition to any other remedy

62
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64
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67
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U.S. v. Popowski, 110 A.FT.R.2d (RIA) 6997 (D.S.C. 2012).
Popowski, 110 A.FT.R.2d (RIA) 6997 (D.S.C. 2012), slip op. at 7.
U.S. v. Elman, 110 A.ET.R.2d (RIA) 6993 (N.D. Ill. 2012).

Mrs. Elman requested relief on May 18, 2006. As discussed above, claims for relief under IRC § 6015(b) or (c) must be made within this two-
year timeframe, and at the time Mrs. Elman requested relief, the IRS adhered to Treas. Reg. 1.6015-5(b)(1), which imposed the same two-year
deadline on requests for relief under IRC § 6015(f). As described above, the IRS no longer applies the two-year deadline to requests for relief
under IRC § 6015(f).

U.S. v. ElIman, 110 A.F.T.R.2d (RIA) 6993, slip op. at 8, citing U.S. v. Boynton, 99 A.FT.R.2d (RIA) 920 (S.D. Cal. 2007) (holding that the district
court has no jurisdiction to consider the innocent spouse defense when the taxpayer has not first sought such relief with the IRS, reasoning that
otherwise a district court and the Tax Court would have concurrent jurisdiction over the claim and might be placed in the position of adjudicating
the same issues at the same time). District courts in California have continued to refuse the defense in collection suits, and district courts in
other jurisdictions have also not permitted the defense. See U.S. v. LeBeau,109 A.FET.R.2d (RIA)1369 (S.D. Cal. 2012) (relying on Boynton); U.S.
v. Miles, 109 A.F.T.R.2d (RIA) 1602 (N.D. Cal. 2012) (relying on Boynton); U.S. v. Wallace, 105 A.F.T.R.2d 2827 (S.D. Ohio 2010), adopted by 105
A.FT.R.2d (RIA) 2831 (S.D. Ohio 2010) (relying on Boynton); U.S. v. Bucy, 100 A.FE.T.R.2d (RIA) 6666 (S.D. W. Va. 2007); U.S. v. Feda, 97 A.F.T.R.2d
(RIA) 1985, 1989 (N.D. lll. 2006) (taxpayer could not raise IRC § 6015 as a defense in a suit to reduce joint federal tax assessments to judg-
ment); U.S. v. Cawog, 97 A.F.T.R.2d (RIA) 3069 (W.D. Pa. 2006), appeal dismissed (3d Cir. July 5, 2007) (taxpayer could not raise IRC § 6015 as a
defense in a suit to foreclose tax liens).

Because the government anticipated that proceeds from the sale of Mrs. ElIman’s home would be insufficient to pay her tax liabilities, it had
invited Mrs. Elman to enter into a compromise of the liability. The court therefore denied without prejudice the government’s motion for summary
judgment to foreclose on the liens on Mrs. EIman’s home and strongly urged the parties to settle the dispute.
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provided by law.” Nothing in IRC § 6015 prevents a district court from determining, in a collection
suit, whether innocent spouse relief is available. As noted above, another district court actually did so last
year.®® Moreover, the refusal to allow a taxpayer to raise IRC § 6015 as a defense in a collection suit may
create hardship because a taxpayer may be left without a forum in which to raise IRC § 6015 as a defense

before losing her home to foreclosure by the IRS.

This year, a district court also refused to allow a taxpayer to raise innocent spouse relief as a defense in

an interpleader suit. In Simmons v. Coleman,” Mr. Coleman had been injured in a motor vehicle ac-
cident, and he and Mrs. Coleman settled a suit for damages for Mr. Coleman’s personal injuries and for
Mrs. Coleman’s loss of consortium.” The settlement proceeds had been deposited with the Clerk of the
Court. Mr. Coleman’s automobile insurance company had paid medical bills resulting from the accident
and claimed it was entitled to a portion of the settlement proceeds. The United States also claimed that

it was entitled to apply the proceeds to the Colemans’ unpaid joint tax liabilities and to taxes owed by

Mr. Coleman separately.”! The state of lowa also claimed it was entitled to a portion of the settlement
proceeds to satisfy unpaid taxes. Mrs. Coleman claimed she was not liable for the unpaid taxes because
she was an innocent spouse under IRC § 6015(f) and that because 40-50 percent of the settlement
proceeds were attributable to her loss of consortium claim, she was entitled to those amounts free of any
claim for unpaid taxes. The court, citing the E/man case, agreed with the government that it did not have
jurisdiction to hear Mrs. Coleman’s innocent spouse claim in the interpleader action before it and that she
therefore remained jointly and severally liable for unpaid taxes.”” Even if some of the settlement proceeds
were Mrs. Coleman’s separate property, they would still be subject to the government’s tax lien. The court
therefore granted the government’s motion for summary judgment on the innocent spouse issue, but
noted that its decision did not prevent Mrs. Coleman from seeking a refund by pursuing her innocent

spouse claim with the IRS.”

Although not addressed by the court in Simmons, unlike a suit to reduce an assessment to judgment or to
foreclose a tax lien where a taxpayer can challenge the merits of the assessment as part of the proceeding,
normally when an interpleader is brought and the Government’s sovereign immunity is waived under 28
U.S.C. § 2410, a taxpayer can only challenge the procedural validity of the federal tax lien, not the merits
of the assessment.”* Because seeking relief under section 6015 would be a challenge to the underlying
assessment, prohibiting a taxpayer from raising innocent spouse in an interpleader action seems to be
consistent with the existing statutory scheme. Thus, the “in addition to any other remedy provided by

law” language found in section 6015 would not provide a basis for raising section 6015 as a defense in
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U.S. v. Melot, 109 A.ET.R.2d (RIA) 1568 (D.N.M. 2012), appeal dismissed (10th Cir. Aug. 1, 2012) (holding, in a suit to reduce joint federal tax
assessments to judgment and to foreclose federal tax liens, that relief under IRC § 6015 was not available because the taxpayer requesting relief
had not filed a joint return, and that relief under IRC § 66 was not available because the taxpayer did not establish that she did not know, and
had no reason to know, of the item of community income giving rise to the unpaid tax).

Simmons Perrine Moyer Bergman, PLC v. Coleman,111 A.FT.R.2d (RIA) 1237 (N.D. lowa 2013).

The Restatement (Second) of Torts § 693 describes the elements of a claim for loss of consortium: “One who by reason of his tortious conduct
is liable to one spouse for illness or other bodily harm is subject to liability to the other spouse for the resulting loss of the society and services
of the first spouse, including impairment of capacity for sexual intercourse, and for reasonable expense incurred by the second spouse in provid-
ing medical treatment.” See also lowa Code § 613.15. Injury or Death of Spouse—Measure of Recovery.

In pertinent part, 28 U.S.C. § 2410(a) provides: “[T]he United States may be named a party in any civil action or suit in any district court, or in
any State court having jurisdiction of the subject matter—...5) of interpleader or in the nature of interpleader with respect to, real or personal
property on which the United States has or claims a mortgage or other lien.”

Simmons Perrine Moyer Bergman, PLC v. Coleman,111 A.FT.R.2d (RIA) 1237, slip op. at 22-24.
Simmons Perrine Moyer Bergman, PLC v. Coleman,111 A.FT.R.2d (RIA) 1237, slip op. at 30, n. 20.
Elias v. Connett, 908 F.2d 521, 527 (9th Cir. 1990).
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an interpleader action. However, as the court points out, the taxpayer in this situation is not without

recourse, as he or she can file a refund claim.

Relief on the Merits

While the courts considered many factors in determining the appropriateness of relief on the merits under
IRC § 6015, the most significant factor was whether the requesting taxpayer had actual or constructive
knowledge that there was a deficiency or that the nonrequesting spouse would not pay the tax. All three
avenues for relief contain a knowledge element or factor, making it the linchpin in most of the courts’
analyses.”” Actual or constructive knowledge was a factor in 21 of the 22 cases decided on the merits.
These cases suggest that determining what a taxpayer knew or should have known will continue to gener-
ate a significant amount of controversy as long as joint filers are taxed on their combined incomes and

remain jointly and severally liable for the tax that must be shown on the return.

In addition, five Tax Court cases considered the effect that Notice 2012-8, if final, would have had on the
analysis of a claim for relief under IRC § 6015(f). In three of the cases, the court noted that the factors
taken into account in evaluating the claim would have weighed the same way (in favor of or against relief)
under both Revenue Procedure 2003- 61 and the proposed guidance in Notice 2012-8.7 In two cases,
the court noted that a factor would have weighed differently under Notice 2012-8 than under Revenue
Procedure 2003-61.

In Cutler v. Commissioner,”” the court found that Mrs. Cutler, who obtained relief from underpayments,
did not significantly benefit (beyond normal support) from the unpaid tax liabilities. Revenue Procedure
2003-61 identifies significant benefit as a “relevant” factor, but does not specify whether the absence of
significant benefit should weigh in favor of relief.”® Relying on its own precedent, the Tax Court found
this factor weighed in favor of granting relief.” In contrast, Notice 2012-8 provides that “[i]f the amount
of unpaid tax or understated tax was small such that neither spouse received a significant benefit, then
this factor is neutral.” % The Tax Court found that neither spouse received a significant benefit from the

unpaid liabilities, so this factor would change from favorable to neutral if Notice 2012-8 applied.

In Hudgins v. Commissioner,®" the court found that Mrs. Hudgins did not show that she would suffer
economic hardship if denied relief under IRC § 6015(f), a factor Revenue Procedure 2003-61 also identi-
fies as “relevant” without specifying how the absence of the factor should be treated.®* The Tax Court
applied its own precedent and held the absence of economic hardship weighed against granting relief.** In

contrast, Notice 2012-8 provides that the absence of economic hardship would be considered neutral.®
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See IRC § 6015(b)(1)(C); § 6015(c)(3)(C); Rev. Proc. 2003-61, 2003-2 C.B. 296 §§ 4.02(1)(b) and 4.03(2)(a)(iii); see also Notice 2012-8, §§
4.02(3) and 4.03(2)(c), 2012-4 C.B. 309.

Henson v. Comm’r, T.C. Memo. 2012-288; Stanwyck v. Comm’r, T.C. Memo. 2012-180, appeal docketed, No. 12-73136 (9th Cir. Oct. 1, 2012);
Deihl v. Comm’r, T.C. Memo. 2012-176, appeal docketed, No. 12-74169 (9th Cir. Dec. 21, 2012).

T.C. Memo. 2013-119.

See Rev. Proc. 2003-61, 2003-2 C.B. 296 § 4.03(2)(a)(V).
Cutler v. Comm’r, T.C. Memo. 2013-119, 19-21.

Notice 2012-8, § 4.03(2)(e).

T.C. Memo. 2012-260.

Rev. Proc. 2003-61, 2003-2 C.B. 296 § 4.03(2)(a)(ii).
Hudgins v. Comm’r, T.C. Memo. 2012-260 at 34.

Notice 2012-8, § 4.03(2)(b).
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The court noted this difference, but also noted it would have denied relief even if the proposed guidance

applied.®

CONCLUSION
This year, the Tax Court’s holding that its review of IRC § 6015(f) claims is de novo was affirmed by a

court of appeals and the IRS acquiesced to that position. District courts continued the troubling trend
of not permitting the innocent spouse defense in collection actions before them. For this reason, the
National Taxpayer Advocate again urges Congtess to state definitively that innocent spouse claims can be
raised as a defense in collection actions. The Tax Court, in evaluating claims for innocent spouse relief
under IRC § 6015(f), indicated in two cases how its analysis would change if the proposed guidance

in Notice 2012-8 had applied. The proposed guidance has now been finalized as Revenue Procedure
2013-34. We expect future cases to provide additional insight on how the new guidance affects innocent

spouse cases.

85 Hudgins v. Comm’, T.C. Memo. 2012-260 at 40, n. 18.
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TAS CASE ADVOCACY

FUNCTIONS OF THE OFFICE OF THE TAXPAYER ADVOCATE

The National Taxpayer Advocate leads TAS in all aspects of its statutory mission. Under Internal Revenue

Code (IRC) § 7803(c)(2)(A), the Office of the Taxpayer Advocate has four principal functions:

= Assist taxpayers in resolving problems with the IRS;

Identify areas in which taxpayers are experiencing problems with the IRS;

Propose changes in the administrative practices of the IRS to mitigate problems taxpayers are

experiencing with the IRS; and

Identify potential legislative changes that may be appropriate to mitigate such problems.

The first function described in the statute relates to TAS’s Case Advocacy, which involves assisting taxpay-
ers with their cases. The next three functions are associated with identifying and correcting systemic
problems impacting taxpayers. In addition to helping taxpayers resolve specific cases and individual prob-
lems, TAS employees advocate systemically by identifying IRS procedures that adversely affect taxpayer

rights or create taxpayer burden and recommending solutions to improve tax administration.'

TAS serves as the voice of the taxpayer within the IRS by providing the taxpayer’s viewpoint on new poli-
cies, procedures, or programs. While systemic advocacy is the responsibility of everyone in TAS, primary
oversight of systemic advocacy efforts belongs to the Office of Systemic Advocacy. Additionally, TAS
administers the Low Income Taxpayer Clinic (LITC) grant program? and oversees the Taxpayer Advocacy
Panel (TAP).?

TAS ANALYZES ECONOMIC AND SYSTEMIC BURDEN CASE RECEIPTS TO IMPROVE IRS
PROCESSES

Taxpayers seck TAS assistance with specific issues when:
® They have experienced a tax problem that causes financial difficulty;
® They have been unable to resolve their issues directly with the IRS; or

= An IRS action or inaction has caused or will cause them to suffer a long-term adverse impact,

including a violation of taxpayer rights.

Taxpayers and practitioners can use the Systemic Advocacy Management System (SAMS) to submit a systemic issue to TAS at www.irs.gov/SAMS.

The LITC program provides matching grants to qualifying organizations to operate clinics that represent low income taxpayers in disputes with the
IRS, or educate taxpayers for whom English is a second language about their tax rights and responsibilities. LITCs provide services to eligible tax-
payers for free or for no more than a nominal fee. See IRC § 7526.

3 TAP is a Federal Advisory Committee established by the Department of the Treasury to provide a taxpayer perspective on improving IRS service to
taxpayers. TAS provides oversight and support to the TAP program. The Federal Advisory Committee Act (5 U.S.C. Appendix) prescribes standards
for establishing advisory committees when those committees will furnish advice, ideas, and opinions to the federal government. See also 41
C.ER. Part 102-3.
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TAS generally accepts cases in four categories.
1. Economic Burden — Four categories of cases are classified as economic burden cases:
a) A taxpayer is experiencing economic harm or is about to suffer economic harm;
b)A taxpayer is facing an immediate threat of adverse action;
¢) A taxpayer will incur significant costs if relief is not granted; and

d)A taxpayer will suffer irreparable injury or long term adverse impact if relief is not granted.

In many of these cases, time is of the essence, and if the IRS does not act quickly (e.g., to remove a levy or

release a lien), the taxpayer will experience even more economic harm.*

2. Systemic Burden — Systemic burden cases involve situations where the taxpayer has experienced a
delay of more than 30 days to resolve a tax account problem, where the taxpayer has not received
a response by the date promised, or where a system or procedure has either failed to operate as

intended or failed to resolve the taxpayer’s problem or dispute within the IRS.

3. Best Interest of the Taxpayer — Best interest of the taxpayer cases involve situations where the man-
ner in which the tax laws are being administered raises considerations of equity, or has impaired
or will impair the taxpayer’s rights. For example, this criterion would be met if the taxpayer
disagrees with a proposed tax assessment and the IRS issued a notice of deficiency without giving

the taxpayer his or her appeal rights.®
4. Public Policy — Public policy cases are those where the National Taxpayer Advocate has determined

that compelling public policy warrants assistance to an individual or group of taxpayers. The
National Taxpayer Advocate has the sole authority to determine which issues are included in this

criterion and will so designate by memo.”

In fiscal year (FY) 2010, TAS received the highest number of cases in its history (298,933).® In FY 2011,
a hiring freeze was imposed on the federal government. To ensure that the resources necessary to advo-
cate effectively are commensurate with TAS’s growing inventory, TAS identified certain types of systemic
burden cases that the IRS ultimately resolves without the need for TAS engagement. In FY 2011, TAS
suspended acceptance of four issue codes in systemic burden cases: original return processing, amended
return processing, injured spouse claims and unpostable/reject cases. This guidance remains in effect so
TAS can provide effective service to taxpayers who are in most need of assistance and timely resolve their

cases.’

IRC § 7803(c)(2)(A)(i); IRM 13.1.7.2.1 (Aug. 24. 2007).
IRC § 7803(c)(2)(A)(i); IRM 13.1.7.2.2 (July 23, 2007).
Id.

IRC § 7803(c)(2)(A)(i); IRM 13.1.7.2.4 (Apr. 26. 2011).

Data obtained from TAMIS (October 1, 2011) compared to TAMIS data on October 1 of each year since TAS was formed in 2000 through the pres-
ent.

9  In September 2012, TAS reissued the memorandum to reiterate the changes to TAS case-acceptance criteria - 16M TAS-13-0912-019 (Sept. 25,
2012). In September 2013, TAS again reissued the guidance — 16M TAS-13-0913-009 (Sept. 27, 2013).

0 N o o b
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TAS continues to accept cases involving the four categories listed above if the taxpayer:
= [s suffering an economic burden;

= Has related issues (e.g., needs an amended return processed quickly, because the IRS has created a
substitute for return and is trying to collect, and the amended return will eliminate or minimize

the tax liability);'
u s referred by a congressional office; or

B Specifically requested TAS assistance.

The change in case acceptance criteria was the first step in a long-term strategy to continue to focus on
our primary mission and serve the most vulnerable taxpayers. TAS must continually adjust to condi-
tions of limited resources, growing case complexity, an increase in economic burden cases, and the IRS’s
inability, on occasion, to address taxpayer issues timely and effectively. The next phase of TAS’s strategy
is exploring new approaches and alternative services on certain issues, to allow TAS to keep its focus on
providing vital service to those suffering economic burden and preventing negative consequences to the

most vulnerable taxpayer population. This strategy will involve:

= Identifying and testing self-help tools for taxpayers in resolving requests for expedited refunds,
returned or stopped refunds, and requests for copies of certain documents, (returns, reports, deter-
mination letters, etc.). This includes producing short videos with downloadable forms and simple

guidelines for taxpayers.

= Identifying issues where intake advocates (employees who handle the initial contact with the
taxpayer) can take full and complete action(s) to resolve all issues without assigning the case to a

case advocate, and with no negative impact on customer satisfaction.

TAS RECEIPT TRENDS

Increasing Cases, Complexity, and Urgency in TAS Casework
In FY 2013, TAS received 244,956 cases of all types, a nearly 12 percent increase from FY 2012. TAS

provided relief to taxpayers in approximately 79 percent of cases closed in FY 2013, which was an increase
of about 2.1 percent from FY 2012." Figure 4.1 below compares FY 2011, FY 2012, and FY 2013

receipts and relief rates by case acceptance category.

10 A substitute for return is a return prepared for a taxpayer by the IRS when it has no record of receiving a return and has not been able to obtain
one from someone who was expected to file. IRC § 6020(b) allows the IRS to prepare a return on behalf of the taxpayer based on available infor-
mation, and assess the tax after providing a statutory notice of deficiency to the taxpayer.

11 TAS determines relief rates based upon whether TAS can provide full or partial relief or assistance on the issue initially identified by the taxpayer.
Because TAS frequently provides relief on issues that differ from the ones initially identified, the relief rate as calculated is understated. Data
obtained from Taxpayer Advocate Management Information System (TAMIS) (Oct. 1, 2013). TAS uses TAMIS to record, control, and process cases,
and analyze the issues that bring taxpayers to TAS.

422 Case Advocacy — Reporting Requirements



Case Advocacy

FIGURE 4.1, TAS Case Receipts and Relief Rates, FY 2011-2013%?

Case Receipts Receipts Receipts Relief Rate Relief Rate Relief Rate
Categories FY 2011 FY 2012 FY 2013 FY 2011 FY 2012 FY 2013
Economic 131,482 133,082 156,130 72.7% 74.6% 77.1%
Burden

Systemic 164,173 85,671 88,598 78.0% 80.1% 81.3%
Burden

Best Interest 216 167 160 73.0% 75.7% 70.6%
of Taxpayers

Public Policy 33 746 68 79.2% 29.2% 70.8%
Total Cases 295,904 219,666 244,956 75.7% 76.9% 78.5%

Below, we explore some of the reasons for continued increases in cases, complexity, and urgency in TAS

casework.

Increasing Complexity

TAS measures complexity in its cases in a number of ways, including whether a case involves multiple is-
sues or multiple tax periods and whether technical advice is needed, thus increasing the resources required
to resolve the matter.'” Whether the issues are linked or separate, the Case Advocate must resolve all issues
before closing the case.!* Case Advocates must identify primary and secondary issues on cases, which they
record in TAS’s case management system, TAMIS." In addition to cases that required expedited actions,

more than 63 percent of all closed cases in FY 2013 involved two or more issues, as shown in Figure 4.2.'¢

12
13

14
15

16

Data obtained from TAMIS (Oct. 1, 2013; Oct. 1, 2012).

In 2010, TAS implemented a complexity factor screen to its case management system containing 24 factors whose presence in a case tends to

make the case more complex. For example, one of the complexity factors is whether the case requires statutory analysis. TAS is using this data
for purposes of developing its new case management system, Taxpayer Advocate Service Integrated System (TASIS), and the factors will be used
in the process of assigning cases to Case Advocates. See National Taxpayer Advocate FY 2014 Objectives Report to Congress, Section VIl for a

full discussion of TASIS.

IRM 13.1.21.1.1 (Aug. 24, 2012).

IRM 13.1.16.13.1 (June 22, 2012). The Primary Core Issue Code (PCIC) is a three-digit code that defines the most significant issue, policy or
process within the IRS that needs to be resolved. The Secondary Core Issue (SCIC) is a three-digit code that is used to identify secondary issues
involved in the case. The SCIC is used when a case has multiple issues to resolve.

Data obtained from TAMIS (Oct. 1, 2013).
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FIGURE 4.2, TAS Closed Cases and Percent of Closures with Secondary Issue Codes
(SICs), FY 2011 through FY 20137
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There are a number of reasons for the increasing complexity of TAS cases. Identity theft cases, discussed
as a Most Serious Problem in this report and more briefly below, are inherently complex.'® Erroneous
information can affect a victim’s account for multiple tax periods and cause multiple issues, impacting
accounts management, examination, and collection. Because identity theft cases are growing and now

account for more than a quarter of all TAS cases, this issue significantly impacts complexity."

Increasing Economic Burden Cases

For the second consecutive fiscal year, more than half of TAS receipts involved taxpayers experiencing
economic burden as shown by Figure 4.3 below. Because of the dire financial situations facing these
taxpayers, TAS requires that the cases be worked within enhanced timeframes.® TAS receipts reflect a
higher percentage of cases where the outcome will have profound consequences on taxpayers’ lives, as well
as an increased workload for TAS employees. Economic Burden cases often occur where IRS processes are

not functioning smoothly or experience other systemic problems.

17
18

19
20

424

Data obtained from TAMIS (Oct. 1, 2011; Oct. 1, 2012; Oct. 1, 2013).

For a detailed discussion of the identity theft problem see Most Serious Problem: Identity Theft: The IRS Should Adopt a New Approach to Identity
Theft Victim Assistance That Minimizes Burden and Anxiety for Such Taxpayers, supra.

Data obtained from TAMIS (Oct.1, 2013).

IRM 13.1.16.12(1) (Upon acceptance into the TAS program, cases are ready for assignment to Case Advocates. Assign cases to Case Advocates
within 2 workdays of the Taxpayer Advocate Received Date (TARD) for Criteria 1-4 cases and 3 workdays of the TARD for Criteria 5-9 cases.) IRM
13.1.18.3(1) (Contact the taxpayer or representative by telephone within 3 workdays of the TARD for criteria 1-4 cases, and within 5 workdays of
the TARD for criteria 5-9 cases to notify of TAS'’s involvement and independence from the IRS.)
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FIGURE 4.3, TAS Economic Burden and Systemic Burden Receipts, FY 2010 Through

FY 2013*
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FIGURE 4.4, Top 10 Issues for Cases Received in TAS, FY 2012 and FY 2013,
Cumulative??

Percent
FY 2013 Change

Percent | FY 2012 to

Issue Description FY 2013 | of Total FY 2013

1 Identity Theft 54,748 57,929 23.6% 5.8%
2 Pre-Refund Wage Verification Hold 18,012 26,136 10.7% 45.1%
3 Unpostable and Rejected Returns 5,286 17,045 7.0% 222.5%
4 Earned Income Tax Credit (EITC) 7,441 11,980 4.9% 61.0%
5 Processing Amended Return 8,783 10,441 4.3% 18.9%
6 Levies (including Federal Payment Levy Program) 11,419 8,829 3.6% 22.7%
7 Processing Original Return 6,250 8,714 3.6% 39.4%
8 Injured Spouse Claim 4,115 8,021 3.3% 94.9%
9 Eﬁggplséc?gct)igg(g)f Audits and Substitute for Return 9,344 7527 3.1% 19.4%
10 Open Audit (Not EITC) 8,885 6,734 2.7% -24.2%
Other TAS Receipts 85,383 81,600 33.3% -4.4%

Total TAS Receipts 219,666 244,956 11.5%

Figure 4.5 below shows the top five issues driving the economic burden receipts in TAS casework. TAS’s
percentage of economic burden case receipts to total receipts increased from 40.1 percent in FY 2010 to
63.7 percent in FY 2013, a 58.8 percent increase.” These five issue codes represent the majority of the

increase in economic burden cases and overall caseloads.

21 Data obtained from TAMIS (Oct. 1, 2010; Oct. 1, 2011; Oct. 1, 2012; Oct. 1, 2013). TAS retrieved the data on the first day of the month follow-
ing the end of each fiscal year.

22 Data obtained from TAMIS (Oct. 1, 2012; Oct. 1, 2013).
23 d.
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FIGURE 4.5, Top Five Increasing Economic Burden (EB) Case Issues, FY 2012 and 2013*

EB Receipts EB Receipts EB
as % Total as % Total Percent
Receipts Receipts Change
for Issue for Issue FY2012to
Issue Description FY 2012 FY 2013 FY 2013
Identity Theft 42,300 77.3% 43,695 75.4% 3.3%
Pre-Refund Wage Verification Hold 12,649 70.2% 18,200 69.6% 43.9%
Unpostable and Rejected Returns 2® 4,358 82.4% 14,866 87.2% 241.1%
Earned Income Tax Credit (EITC) 4,915 66.1% 9,968 83.2% 103%
Injured Spouse Claim 3,598 87.4% 7,015 87.5% 95%

TAS has undertaken strategic efforts to have other IRS functions address problems where no economic
burden exists. This strategy allows TAS to focus on taxpayers whose issues require the expertise of TAS
employees for expeditious resolution to allay economic harm and rests responsibility with the IRS to
address case problems that arise from its own operations. TAS also dedicates significant resources to
resolving the systemic causes of these issues, as discussed in the Most Serious Problems section of this
report. Of the top ten issue codes listed in Figure 4.4, TAS has taken steps to limit acceptance of cases
where no economic burden exists in five categories.” In identity theft cases, unless certain exceptions are
met, the Wage and Investment (W&I) division’s Identity Protection Specialized Unit (IPSU) will retain
and work the cases rather than refer them to TAS.”” Additionally, as described above, TAS has modified
case acceptance criteria in certain issue codes where there is no economic harm to the taxpayer. With
these efforts to limit systemic case receipts in some of TAS’s highest volume issue codes, it is natural that

the percentage of economic burden cases would increase.

IDENTITY THEFT

Identity theft continues to be the number one reason that taxpayers seek TAS assistance — comprising
23.6 percent of all case receipts for FY 2013. The National Taxpayer Advocate first addressed the issue as
a Most Serious Problem affecting taxpayers beginning in 2005, and it is again addressed in this report.®
Typically, a taxpayer’s name, Social Security number (SSN), and other information is misused by another
to file a false return and obtain a fraudulent refund. Unless the IRS catches the fraudulent return in its
filters, the IRS issues the refund to the perpetrator, and the false information will appear on the taxpayer’s

account. When the victim attempts to file an electronic tax return, the IRS will not process it because a

24

25

26

27

28

426

Data obtained from TAMIS (Oct. 1, 2012; Oct. 1, 2013). TAS computed the top five economic burden issue codes that are increasing using only
Primary Issue Codes (PIC). Often TAS cases involve more than one issue and TAS tracks these data; however, these are not included within this
computation to avoid counting a case more than once.

In FY 2013, TAS actually had 31,368 cases with unpostable returns as an issue; however, 16,502 of these returns were identity theft returns and
are counted under the identity theft PIC.

The five issues where TAS has taken steps to limit the acceptance of systemic burden cases are: identity theft thru a Memorandum of
Understanding with the Identity Protection Specialized Unit dated December 9, 2010 through which TAS only accepts identity theft cases with
economic burden or at the taxpayer’s insistence and, unpostable/reject returns, injured spouse, original return processing, and amended return
processing as stated in the previously mentioned IGM 16M TAS-13-0913-009 (Sept. 27, 2013).

Memorandum of Understanding between the National Taxpayer Advocate and the Commissioner, Wage and Investment, Transition TAS Criteria 5-7
ID Theft Cases to W&I, Identity Protection Specialized Unit (IPSU) (effective April 30, 2010).

For a detailed discussion of the identity theft problem, see Most Serious Problem: Identity Theft: The IRS Should Adopt a New Approach to Identity
Theft Victim Assistance That Minimizes Burden and Anxiety for Such Taxpayers, supra.

Case Advocacy — Reporting Requirements



Case Advocacy

return with the same name and SSN has already been processed. If the victim files a paper return, the IRS
posts it as a “duplicate” return, but the victim will not receive any refund claimed, because the false refund
was previously issued, which causes the victim to seek TAS assistance. The IRS procedures for verifying
the identity of the innocent taxpayer, moving the incorrect tax information off the account, and process-
ing the innocent taxpayer’s tax return take an inordinate amount of time. In addition, identity theft cases
often involve related collection and examination issues, as well as multiple years. Thus, victims often

come to TAS for faster resolution.

TAS obtains relief for a significant majority of taxpayers in identity theft cases. In FY 2013, taxpay-

ers received relief in over 87 percent of cases with an average timeframe of 87 days to resolution. On
September 23, 2013, Treasury Inspector General for Tax Administration (TIGTA) reported that the

IRS averaged 312 days to resolve identity theft cases, with 277 of those days showing no activity. In
response to TIGTA, the IRS stated “for cases received in filing season 2013 we are currently achieving a
120 day resolution timeframe.” While the IRS’s published time for completing identity theft cases has
improved,® it is still significantly (33 days) longer than the average time it takes TAS to resolve an identity
theft case. In addition, TIGTA reported an average of ten different IRS assistors reviewed and reas-
signed the case prior to case resolution resulting in case processing delays.”® As Figures 4.6 and 4.7 below
demonstrate, despite increasing identity theft inventories since FY 2009, TAS timeframes for completing

identity theft cases and relief rates have improved over time.

FIGURE 4.6, TAS Identity Theft Case Receipts and Percentage Increases, FY 2009
Through FY 201332
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As Figure 4.6 above reflects, over the last five years, TAS has helped over 175,000 identity theft victims to

resolve their account problems.

29
30

31
32

TIGTA Ref. No. 2013 40-129, Case Processing Delays and Tax Account Errors Increased Hardship for Victims of Identity Theft (Sept. 26, 2013).

In a May 2012 report, the Treasury Inspector General for Tax Administration found the average cycle time for the identity theft cases it reviewed
to be 414 days. TIGTA, Ref. No. 2012-40-050, Most Taxpayers Whose Identities Have Been Stolen to Commit Refund Fraud Do Not Receive Quality
Customer Service (May 3, 2012).

TIGTA Ref. No. 2013 40-129, Case Processing Delays and Tax Account errors Increased Hardship for Victims of Identity Theft (Sept. 26, 2013).
Data obtained from TAMIS (Oct. 1, 2009; Oct. 1, 2010; Oct. 1, 2011; Oct. 1, 2012; Oct. 1, 2013).

Taxpayer Advocate Service — 2013 Annual Report to Congress — Volume One 427



Case Advocacy

FIGURE 4.7, Identity Theft Relief Rate and Cycle Time, FY 2009 through FY 2013
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In part, these improvements are a tribute to the TAS Case Advocates who communicate with their taxpay-
ers directly over the span of the case’s resolution and work to resolve all problems. Additionally, TAS con-
tinues to make process improvements that reduce time spent on these cases. For example, Case Advocates
now have access to the Integrated Automation Technologies (IAT) Identity Theft tool that consolidates

information from multiple IRS systems, allowing Case Advocates to quickly gather needed information to

expedite correction of identity theft-related issues and to promptly secure refunds, as applicable. 4

PRE-REFUND WAGE VERIFICATION HOLDS — QUESTIONABLE REFUND PROGRAM

The IRS employs various filters to attempt to prevent fraudulent returns from being processed and re-

funds issued, but which also stop a certain percentage of innocent taxpayers’ returns. When the IRS stops
more returns than it has resources to evaluate, it places holds on the refunds to keep them from going out.
These efforts in the past have raised significant taxpayer rights issues, and increasing numbers of impacted

taxpayers come to TAS for assistance.®

Originally, the Questionable Refund Program (QRP) was managed by the Criminal Investigation divi-
sion but was transferred to the W&I Accounts Management Taxpayer Assurance Program (AMTAP)
in 2006 due to significant problems in the QRP process.*® After the 2011 Annual Report to Congress
identified program management problems, AMTAP was transferred to the new Return Integrity and
Correspondence Services function in W&I and renamed the Integrity Verification Office.” The QRP
is again a Most Serious Problem impacting taxpayers, and is the subject of a TAS Research study.?®

33 Data obtained from TAMIS (Oct. 1, 2009; Oct. 1, 2010; Oct. 1, 2011; Oct. 1, 2012; Oct. 1, 2013).

34 |AT supplies automated tools to IRS employees that simplify research, reduce keystrokes, and increase accuracy. IAT is working with TAS
Business Systems Planning to provide automated tools for TAS employees that meet TAS requirements and are compatible with TAS work pro-
cesses and delegations of authority: http://tas.web.irs.gov/tech/iat/default.aspx.

35 See National Taxpayer Advocate 2005 Annual Report to Congress 25, addressing the IRS’s Questionable Refund Program that failed to provide
taxpayer’s adequate due process protections and failed to maintain an adequate system to vet IRS concerns about taxpayer refund claims.

36 National Taxpayer Advocate 2005 Annual Report to Congress 25.
37 National Taxpayer Advocate 2011 Annual Report to Congress 28.

38 For a detailed discussion of the identity theft problem see Most Serious Problem: [dentity Theft: The IRS Should Adopt a New Approach to Identity
Theft Victim Assistance That Minimizes Burden and Anxiety for Such Taxpayers, supra.
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Pre-refund wage verification holds under the QRP constitute the second most frequent reason that

taxpayers come to TAS for assistance.

FIGURE 4.8, Pre-Refund Wage Verification Hold, QRP Receipts, FY 2010 through FY 2013

FY 2010 ‘ FY 2011 FY 2012 FY 2013
TAS QRP Receipts 3,171 21,286 18,012 26,136
Total TAS Receipts 298,933 295,904 219,666 244,956
QRP Receipts as a Percentage of TAS Receipts 1.1% 7.2% 8.2% 10.7%

Generally, TAS achieves over a 70 percent relief rate in these cases.”” TAS also achieved an 86 percent cus-
tomer satisfaction rate in these cases.® Inventories of pre-refund wage verification QRP cases in FY 2013
have almost climbed back to their 2005 levels.*!

UNPOSTABLE AND REJECTED RETURNS

In 2013, TAS receipts involving unpostable and rejected returns totaled 17,045, an increase of nearly 223
percent from FY 2012.% An unpostable return is one that has been accepted onto the taxpayer’s account,
but fails to completely post to the account because it contains a condition that requires IRS employee
intervention to correct.”’ A rejected return is not processable and will not be accepted onto the taxpayer’s
tax account because a math error must be corrected, or additional research is required due to missing or
incomplete information.* An IRS employee must determine why the return was rejected and request the

appropriate information from the taxpayer or another IRS function.

TAS has significantly more unpostable cases than the 14,866 economic burden cases described in Figure
4.5.% In addition to the economic burden unpostable cases, TAS received 2,179 systemic burden
unpostable cases and 16,500 identity theft cases involving an unpostable return in FY 2013.4 When
factoring in the identity theft receipts, unpostable return related cases in TAS totaled 31,368 in FY 2013

for economic burden.®® The increase in unpostable receipts resulted from:

= A replacement Identity Protection PIN process designed to cause unpostable conditions;

39
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48

Data obtained from TAMIS (Oct. 1, 2013).

TAS customer satisfaction is determined using a survey administered by a contractor. Customer satisfaction is the percent of taxpayers who
indicate they are very satisfied or somewhat satisfied with the service provided by TAS. The FY 2013 results through June 30, 3013 are from the
Taxpayer Advocate Service National Report, Sept. 2013.

In FY 2005, TAS had over 28,000 cases involving Cl frozen refunds, while for FY 2013 TAS has almost 27,000 pre-refund wage verification QRP
cases. See National Taxpayer Advocate 2006 Annual Report to Congress 408 for information on the restructuring of the QRP

Data obtained from TAMIS (Oct. 1, 2012; Oct. 1, 2013).

IRM 21.5.5.2 (A transaction is termed unpostable when it fails to pass any of the validity checks and is then returned to the campus for follow up
action(s).)

IRM 21.4.1.3.1.2.2 (1) Rejects are returns or documents that cannot be processed, usually due to missing or incomplete information. ERS is the
computer tracking system used by the Submission Processing Centers Reject/Suspense Unit to categorize and resolve rejects.

IRM 3.12.3.2.4.

Data obtained from TAMIS (Oct. 1, 2013) for FY 2013 Receipts with PIC 315.

Id. See footnote 15 for an explanation of primary and secondary issue codes for tracking cases. Because of the importance of tracking and
identifying identity theft, the identity theft code is always treated as the primary issue in a case. Where there is another issue on a case, such as
“unpostable tax return,” it retains the secondary code.

See footnote 20.
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= Jssues with the recapture of the 2008 First-Time Homebuyer Credit (FTHBC) used the unposta-

ble process;

= A vendor’s return preparation software programming issue involving Form 8863, Education Credit,

placed returns into the reject inventory;® and

= Returns with missing Forms 8867, Paid Preparer’s Earned Income Credit Checklist, were rejected.

Replacement Identity Protection Personal Identification Numbers (IP PINS)

IRS decision-making plays a significant role in which returns “go unpostable,” because the IRS sets the
validity checks.”® One such policy decision involves IP PINs. An IP PIN is a single-use six-digit iden-
tification number the IRS sends to a taxpayer who has previously reported to the IRS that he or she has
been the victim of identity theft and has provided information sufficient for the IRS to validate his or

her identity.”' The IRS issues IP PINs to identity theft victims so that they can file their tax returns with
the assurance that an identity thief is not able to file first. If the innocent taxpayer loses the IP PIN and
requests a replacement, the IRS does not give the taxpayer a unique IP PIN. Previously, the IRS gave the
taxpayers a universal replacement IP PIN and made all returns belonging to taxpayers who received re-
placement IP PINs go unpostable.”* The IRS plans to initiate a new process enabling taxpayers who have
lost, misplaced, or never received their IP PIN to retrieve their original IP PIN with an online application.
Only taxpayers who are unwilling or unable to authenticate their identity will be issued a replacement IP

PIN. We will provide more information about this new process as it becomes available.

2008 First-Time Homebuyer Credit (FTHBC) Recapture Payments

Problems with repayments of the FTHBC again plagued some taxpayers in the 2013 filing season.”
Taxpayers who claimed and received the FTHBC in 2008 must repay it over a 15-year “recapture period,”
beginning with the second tax year after the credit was received.”* When taxpayers began repaying

the credit in the 2011 filing season, numerous conditions caused their returns not to post, including
when taxpayers failed to repay the precise amount that IRS data showed as due (even if the taxpayers

overpaid).”
In FY 2013, TAS received 1,456 FTHBC unpostable cases.”® These cases resulted from the indicator that
the IRS sets on accounts of taxpayers subject to the recapture period:

® Tax returns went unpostable if the full credit was repaid prior to 2012, but the indicator was not

removed from the account.

49
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SERP Alert 13A0205 IRS Announcement, IRS Statement on Form 8863, Education Credit, dated March 12, 2013.

Validity checks are specific items built into any system for which information exists in the system that is compared to correlating information being
input to the system to assure return accuracy before it is accepted. The IRS validity checks are sensitive information that cannot be shared. A
non-tax example would be security questions to access financial accounts.

See IRM 10.5.3.2.16 (Jan. 11, 2013).
IRM 10.5.3.

See 2012 National Taxpayer Advocate Objectives Report to Congress 28, where the National Taxpayer Advocate described problems associated
with the FTHBC following the 2011 first filing season when taxpayers began repaying the FTHBC.

IRC § 36(f)(1). The tax shall be increased by 6 2/3 percent of the amount of the total FTHBC for each taxable year in the recapture period.
IRC § 36(f)(7) defines the recapture period as 15 years beginning with the second taxable year after the year in which the home was purchased.

2012 National Taxpayer Advocate Objectives Report to Congress 28.
Data obtained from TAMIS (Oct. 1, 2013).
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= Accounts went unpostable that correctly showed a 2008 FTHBC recapture indicator, but no
recapture amount was included on the 2012 return, or a repayment had to be divided between two

taxpayers.”’

® When identity theft in 2008 involved FTHBC claims, the FTHBC indicator was placed on the
victim’s account. The 2012 accounts then went unpostable when the victim filed a return that did

not include a FTHBC recapture amount.

The IRS has permanent procedures for FTHBC recapture in place, so this problem should not repeat in

the upcoming filing season.

Problems with Return Preparers’ Software Created Problems for Some Taxpayers Claiming
Education Credits

In 2013, some electronically filed 2012 tax returns with Form 8863, Education Credits (American
Opportunity and Lifetime Learning Credits), were rejected because the software of certain return prepar-

ers failed to transmit the education credit information into the IRS’s filing system.’® The IRS and TAS
worked together to correct all of these returns. The IRS worked directly with the software companies,

so that returns filed after February 22 would not be affected. Despite the IRS’s efforts, TAS’s unpostable
receipts due to this issue continued to increase. In an effort to resolve these cases expeditiously, TAS ne-
gotiated with the IRS to address all of the accounts at once, rather than TAS having to make an individual
request on each case. The IRS successfully corrected 844 taxpayers’ accounts. Moreover, TAS continued
to communicate with the IRS on behalf of taxpayers whose 2012 tax returns were unpostable and were

being held until the IRS established procedures to deal with the non-IRS software glitch.

Form 8867, Paid Preparer’s Earned Income Credit Checklist

In 2013, TAS also observed an increase in unpostable receipts due to 2012 tax returns filed prior to
February 19, 2013, which included Earned Income Credit (EIC) claims, but failed to include a completed
Form 8867, Paid Preparer’s Earned Income Credit Checklisz. The IRS made an initial decision not to allow
these returns to post via the reject process, unless all of the information on the form was provided. In
these cases, the 2012 tax returns went unpostable until the IRS reviewed the tax return and issued the tax-
payer a Letter 12C, requesting that the taxpayer substantiate eligibility for the EIC.” In these cases, TAS
used the OAR process to have the taxpayer’s refund released or collect the missing information. The IRS
subsequently reversed its decision allowing returns without a complete Form 8867 to post and addressing

missing information after processing.®’

57
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SERP Alert 13A0208 (March 14, 2013).
SERP Alert 13A0132.
SERP Alert 13A0168 (Feb. 25, 2013).

Id.
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EARNED INCOME TAX CREDIT CASES

The EITC is an important economic benefit for low income taxpayers who have earned income.®* TAS’s
FY 2013 EITC receipts increased by 61 percent compared to FY 2012.¢* Over 83 percent of the 2013
cases involved taxpayers who were experiencing an economic burden, with the number of economic

burden cases increasing by 102.8 percent from FY 2012.%

FIGURE 4.9, TAS EITC Economic Burden and Total Case Receipts, FY 2009 through
FY 2013%
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Under the IRS examination plan for FY 2013, the increase in TAS EITC cases does not appear to be
caused by a corresponding increase in EITC audits. For example, the W& plan for FY 2013 was to
conduct 338,656 EITC audits, while the total EITC audits for W&I in FY 2012 was 339,322.° Rather,
the most significant trend we have identified as causing more EITC claimants to come to TAS in FY
2013 is that W& experienced almost a 76,780 percent increase in overaged mail during FY 2013.% In
FY 2012, W&I had approximately 46 overaged EITC responses, while in FY 2013, inventory exceeded
35,565.¢ W&I could not timely handle the taxpayer correspondence to the EITC examination function,
reporting 79.9 percent of total mail was overaged.”® Additionally, W&I’s level of service, the number of

taxpayer calls involving EITC initially handled by an assistor as opposed to calls received, declined by

61 The benefit is available for low income taxpayers without children, but is more significant for those with children. The maximum benefit for 2012
was $5,891 with three or more qualifying children and $475 with no qualifying children. IRS Publication 596, EIC Table.

62 Data obtained from TAMIS (Oct. 1, 2013).

63 Data from TAMIS (Oct. 1, 2009; Oct. 1, 2010; Oct. 1, 2011; Oct. 1, 2012; Oct. 1, 2013).
64 Id.

65 EITC PAC 7F Report — W&I through September 2013.

66  W&I, Reporting Compliance PAC 7E & PAC 7F reports, Sept. 2013, at 22.

67 Id. at 20.

68 IRS should initiate a response to incoming mail from taxpayers within 30 calendar days from the received date. In IRM 4.19.13.10, Monitoring
Overaged Replies, if the IRS does not send a reply within 70 to 115 days, Exam updates the Audit Information Management System (AIMS) to
Status 55 and if more than 115 days, to Status 57.
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seven percent.” The extensive delays in responding to EITC claimants do not appear to be caused by
reductions in staffing. EITC full-time equivalents, 7.e., W&I employees working EITC cases, declined
from FY 2012 to FY 2013, but only by 2.3 percent.”

While the cause of the overaged correspondence is uncertain, the impact of delayed and ineffective com-
munication on taxpayers claiming EITC is more certain. The EITC is a complex tax provision, yet the
taxpayers navigating its provisions tend to be in the lower economic stratum and least able to navigate
complex processes. TAS taxpayers experience issues relating to the EITCs residency and relationship
requirements.”! Taxpayers with the most difficulty navigating the EITC requirement are those with non-
traditional family relationships (where the child is not the biological child of the taxpayer claiming the
EITC) for whom the documentation requirements can be daunting (such as the need to obtain numerous

birth certificates to establish the required relationship for a niece, nephew or other extended relative).”

Studies performed by TAS demonstrate the importance of timely and clear communications to enable
taxpayers to obtain the EITC to which they are entitled.”? TAS is improving its own EITC casework
through a number of initiatives, as well as engaging W& on the backlog of aged EITC correspondence,
and more effective ways to administer EITC examinations.”* One such TAS effort involves advocating to
the IRS that it accept TAS’s comprehensive list of alternative documentation that taxpayers can use in lieu

of the more restrictive approach taken by the IRS.”

INJURED SPOUSE

When a married couple files a return claiming a refund, the IRS may offset the refund to satisfy certain
outstanding tax and non-tax debts belonging to one of the spouses. The non-liable spouse has a right to

have a portion of the refund returned.”

69 W&I, Reporting Compliance PAC 7E & PAC 7F reports, Sept. 2013, at 20.
70 Id.

71 For the relationship test, the child must be the taxpayer’s child (including an adopted child, stepchild, or eligible foster child), brother, sister,
half-brother, half-sister, stepbrother, stepsister, or descendant of one of these relatives. An adopted child includes a child lawfully placed with a
taxpayer for legal adoption even if the adoption is not final. An eligible foster child is any child placed with a taxpayer by an authorized placement
agency or by judgment, decree, or other order of any court of competent jurisdiction. IRC §§ 152(c)(1)(A);152(c)(2);152(f)(1). For the residency
test, the child must live with the taxpayer for more than half of the tax year. Exceptions apply for temporary absences for special circumstances
such as illness, school attendance, business, vacation, and military service. There are also exceptions for children who were born or died during
the year, children of divorced or separated parents, and kidnapped children. IRC §§ 152(c)(1)(B); 152(f)(6); Treas. Reg. § 1.152-2(a)(2)(ii).

72 National Taxpayer Advocate 2005 Annual Report to Congress, MSP: Earned Income Credit Exam Issues, Taxpayer Advocate Service, Challenges for
Taxpayers Claiming the Earned Income Tax Credit (EITC), From Interviews with Low Income Tax Clinics (Sept. 2005). The Low Income Taxpayer Clinic
(LITC) Program is a grant program under IRC § 7526 where qualified organizations receive matching federal grants to represent taxpayers in con-
troversies before the IRS or provide tax outreach and education to English as a second language taxpayers.

73 National Taxpayer Advocate 2004 Annual Report to Congress, Vol. Il, EITC Audit Reconsideration Study. In the study of EITC audit reconsideration
cases by TAS Research, it was found that in cases originally closed as “no response,” but where taxpayers were provided additional communica-
tion approximately 43 percent of the taxpayers had some or all of their EITC restored. They received on average about 96 percent of what they
originally claimed on their returns.

74 EITC cases present TAS leadership with an improvement opportunity. For years, TAS offices on average only achieved relief rates on average
of around 50 percent while generally TAS achieves relief for approximately 79 percent of TAS taxpayers. TAS has taken a number of steps to
improve its service to these taxpayers, including: EITC training for field employees led by the National Taxpayer Advocate, decentralization of all
EITC casework so that EITC cases can be worked in local offices; and EITC case reviews by TAS leadership to identify which offices need addi-
tional training on EITC issues.

75 Attachment 1 to the TAS Interim Guidance Memorandum TAS-13-1213-011, Reissuance of Interim Guidance on Advocating for Taxpayers Claiming
Earned Income Tax Credit (EITC) with Respect to a Qualifying Child (Dec 23, 2013). This document was re-issued, pending incorporation into the
IRM.

76 IRC § 6402.
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Gathering enough facts to show that a spouse qualifies for the relief and assisting the spouse in completing
Form 8379, Injured Spouse Allocations, are important advocacy opportunities in these cases. Taxpayers
mainly seek TAS assistance in injured spouse cases due to lengthy delays in processing times and economic

burden. Figure 4.10 shows injured spouse claim receipts for the past two years.

FIGURE 4.10, TAS Monthly Injured Spouse Receipts, FY 2011 through FY 20137
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While TAS changed its case acceptance criteria for injured spouse cases on October 1, 2011, to exclude
injured spouse cases involving solely systemic burden, TAS still accepts economic burden injured spouse
cases and injured spouse cases involving other issues (e.g., where one spouse needs TAS to advocate for an

audit reconsideration of the IRS debt subject to offset absent the injured spouse claim).

FIGURE 4.11, IRS Injured Spouse Inventory, FY 2012 and 20137

Selected FY 2012 Dates Selected FY 2013 Dates

Open Overage Percent Open Overage Percent

As of Inventory Inventory Overage As of Inventory Inventory Overage
3/17/2012 75,088 2,996 4.0% 3/16/2013 110,254 2,965 2.7%
4/14/2012 72,408 11,959 16.5% 4/13/2013 138,213 52,302 37.8%
5/12/2012 75,648 15,115 20.0% 5/11/2013 140,539 59,414 42.3%
6/9/2012 47,967 22,959 47.9% 6/8/2013 101,352 71,804 70.8%
7/7/2012 18,678 9,562 51.2% 7/6/2013 59,809 46,615 77.9%
8/4/2012 10,198 4,476 43.9% 8/3/2013 38,332 29,229 76.3%
9/8/2012 7,477 2,783 37.2% 9/7/2013 16,464 10,434 63.4%

77 Data obtained from TAMIS. TAS retrieved the data on the first day of the month following the end of the month for each fiscal year for FY 2011
through FY 2013.

78 Joint Operations Center CIS Inventory reports.
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On July 25, 2013, the IRS alerted employees that the Accounts Management function was receiving
a higher than normal volume of refund calls or inquiries on Form 8379 due to a delay in processing.”
The Alert further instructed employees that “if a taxpayer states he or she called in previously and was
informed to allow up to 45 days for processing, apologize for the delay in processing and inform the

taxpayer it could take an additional four weeks to complete the processing.”®

Opverall, TAS received 8,021 injured spouse cases in FY 2013, compared to 4,115 in FY 2012, an increase
of 95 percent.’ Ninety-two percent of the cases from the week ending March 16, 2013 to the week end-
ing July 6, 2013 (the heart of the filing and processing season) consisted of economic burden cases.® In

addition, over 96 percent of the FY 2013 injured spouse receipts involved claims for the current tax year.

COLLECTION CASES

While still a source of a substantial number of cases, collection issues continued to decline between

FY 2012 and FY 2013. In FY 2013, collection issues accounted for nearly 11 percent of all economic
burden receipts and nearly ten percent of TAS’s total caseload.®® These issues are vitally important to
the affected taxpayers, because IRS collection tools (bank levies, wage levies, personal residence seizures,
and the filing of Notices of Federal Tax Lien) significantly affect all taxpayers, but can have a devastating

impact on low income taxpayers.

Collection cases also present an improvement opportunity for TAS leadership, as TAS provided relief in
69 percent of these cases in FY 2013, while providing relief on other issues approximately 79 percent of
the time.** TAS continuously strives to improve advocacy in collection cases through enhanced guidance

and detailed training for employees.®

In FY 2013, TAS issued 24 Taxpayer Assistance Orders (TAOs) in collection cases where the IRS did
not agree with TAS’s case-specific recommendations. The IRS complied with 19 of these (including one

where TAS modified the TAO), and five are still in process.®

TAS OPERATIONS ASSISTANCE REQUEST TRENDS FOR FY 2013

To serve taxpayers more efficiently, the Commissioner delegated to the National Taxpayer Advocate
certain tax administration authorities that do not conflict with or undermine TAS’s unique statutory
mission of advocating for taxpayers, but allow TAS to take actions to resolve routine problems.” When
TAS lacks the statutory or delegated authority to directly resolve a taxpayer’s problem, TAS works with the

responsible IRS operating division (OD) or function to resolve the issue, a process necessary in 66 percent

79
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IRS, SERP Alert 13A0446.

Id.

Data obtained from TAMIS (Oct. 1, 2012 through Oct. 1, 2013).
Id.

Data obtained from TAMIS (Oct. 1, 2013).

Id.

In FY 2012, the National Taxpayer Advocate developed and led the course Roadmap to a Tax Controversy, which addressed the collection stage of
the process. Additional courses were also developed to provide advanced training on more complex collection related topics.

For a detailed discussion of TAOs, see TAS Uses Taxpayer Assistance Orders to Advocate Effectively in Taxpayer Cases, infra. TAO compliance data is
as of Oct. 1, 2013.

IRM 1.2.50.3(1) Delegation Order 13-2 (Rev. 1) Authority of the National Taxpayer Advocate to Perform Certain Tax Administration Functions.
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of all TAS cases closed in FY 2012 and 66 percent in FY 2013.% After independently reviewing the facts
and circumstances of the case and communicating with the taxpayer, TAS uses Form 12412, Operations
Assistance Request (OAR), to transmit documentation to the IRS and convey a recommendation or

requested action to resolve the issue. The OAR also serves as an advocacy tool by:
= Giving the IRS a second chance to resolve the issue;

= Opening discussions between TAS and the IRS in an effort to resolve the issue without having to

elevate it; and

® Documenting trends that could lead to improvements in IRS processes.

Each IRS function has agreed to work TAS cases as priority and expedite the process for taxpayers whose
circumstances warrant immediate handling. Negotiated Service Level Agreements (SLAs) require the
ODs and functions to direct resources to process OARs and alert them to the number of taxpayers who
seek TAS assistance because they have not been able to resolve their problems through regular IRS chan-
nels. Form 12412 also includes an “expedite” box that TAS case advocates can check when the OD needs

to act immediately to relieve the taxpayer’s hardship.

FIGURE 4.12, Expedited OARs and Non-Expedited OARs Issued by BOD for FY 2013%°

FY 2013 FY 2013
OARs Issued Requesting OARs Issued Without FY 2013 Total

Business Operating Division Expedited Action Expedited Request OARs

Appeals 247 530 77
Criminal Investigation 83 107 190
LB&l 61 241 302
SB/SE 19,190 28,399 47,589
TE/GE 1,134 1,581 2,715
W&I 111,099 98,026 209,125
Totals 131,814 128,884 260,698

TAS generally completes an OAR on each case it sends to the IRS, but as previously described, a single
OAR may be used to handle multiple taxpayers with the same issue by agreement with the IRS.

Additionally, in FY 2013, TAS and the IRS made strides in implementing several recommendations from
a joint study of the OAR process.” The recommendations included:

= Simplifying and automating OAR routing;

= Improving timeliness and reducing cycle time;

= Setting joint goals and process monitoring; and

= Leveraging workflow technology for TAS’s integrated system of the future.

88 In FY 2012, TAS closed 152,775 cases requiring an OAR. During FY 2013, TAS closed 165,003 cases with OARs. Data obtained from TAMIS
(Oct. 18, 2013).

89 Data obtained from TAMIS (Oct. 1, 2013).

90 MITRE Report, Case Advocacy Review Phase 2: Operations Assistance Request Process Review - Exploring Future State Opportunities in the
Operation Assistance Request Process (Mar. 10, 2011).
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The actions implemented in FY 2013 flowing from these recommendations included:

= Using aggressive, informed Requested Completion Dates (RCDs) for frequently worked OAR
issue codes. This improves timeliness and reduces cycle time, speeding up resolutions for taxpayers

facing hardships.
= Developing a high-level measure related to the use of consistent OAR document requirements.

= Aligning TAS area offices to IRS campuses based on certain OAR issues, to simplify routing and

resolve problems more efficiently.

These steps will help TAS achieve its long-term goal of resolving taxpayer problems accurately and timely.
TAS surpassed its FY 2013 goal of reducing OAR rejects to 3.6 percent.”’ A properly routed OAR, which
includes an advocacy-focused narrative along with an informed RCD, promotes efficient tax administra-

tion by directing the appropriate IRS function to provide prompt relief to the taxpayer.

As Figure 4.13 reflects, TAS is already making significant strides in reducing its OAR rejection rate with
the percentage of rejected OARs decreasing from FY 2012 to FY 2013 in each operating division and

function.

FIGURE 4.13, OARs Issued, Rejected, and Reject Rate, FY 2012 and FY 2013°2

FY 2012 FY 2013 Change in

oD/ OARs OARs | OAR Reject | OARs OARs | OAR Reject | OAR Reject
Function Issued Rejected Rate Issued Rejected Rate Rate
Appeals 830 26 3.1% 777 14 1.8% - 42.5%
Cl 309 28 9.1% 190 7 3.7% -59.3%
LB&I 209 12 5.7% 302 12 4.0% -30.8%
SB/SE 54,620 2,451 4.5% 47,589 1,918 4.0% -10.2%
TE/GE 1,416 21 1.5% 2,715 16 0.6% -60.3%
W&I 198,248 6,767 3.4% 209,125 5,970 2.9% -16.4%
Total 255,632 9,305 3.6% 260,698 7,937 3.0% -16.4%

TAS USES TAXPAYER ASSISTANCE ORDERS TO ADVOCATE EFFECTIVELY

The TAO is a powerful statutory tool delegated by the National Taxpayer Advocate to the Local Taxpayer
Advocates (LTAs) and others to resolve taxpayer cases.” An LTA may issue a TAO to order the IRS to
take an action, cease an action, or refrain from taking an action (e.g., to release a levy).”* A TAO may
order the IRS to expedite consideration of a taxpayer’s case, reconsider its determination in a case, or

review the case at a higher level.” When a taxpayer faces significant hardship and the facts support relief,

91 OAR reject rate is the percent of rejected requests for action to be taken by the IRS. The corporate OAR reject goal for TAS in FY 2013 is 3.6 per-
cent.

92 Data obtained from TAMIS (Oct. 1, 2012; Oct. 1, 2013).

93 IRC § 7811. IRC § 7811(f) states that for purposes of this section, the term “National Taxpayer Advocate” includes any designee of the National
Taxpayer Advocate.

94 IRC § 7811(b); Treas. Reg. § 301.7811-1(c)(3); IRM 13.1.20.3 (Dec. 15, 2007).
95 Treas. Reg. § 301.7811-1(c)(3): IRM 13.1.20.3 (Dec. 15, 2007).
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an LTA should issue a TAO when the IRS refuses to take the action TAS has requested to resolve the
case.” Once TAS issues a TAO, the IRS can comply with the request or appeal the issue for resolution at
higher levels.”

In FY 2013, TAS issued 353 TAOs.”® TAS issued 74 TAOs because the IRS failed to respond to an OAR.
Of these 74 TAOs, the IRS complied with 72 in an average of eight days.” This indicates that had the
IRS responded timely to TAS’s initial requests through the OAR process, which was clearly within its

power, TAS could have resolved the taxpayers’ issues sooner.

Figure 4.14 reflects the results of the TAOs. Figure 4.15 shows the TAOs issued by fiscal year.

FIGURE 4.14, Actions Taken on FY 2013 TAOs Issued'®

Action ‘ Total

IRS Complied with TAO 231
IRS Complied after TAO Modified 12
TAS Rescinded TAO 16
TAO Pending In Process 94
Total 353

FIGURE 4.15, TAOs Issued to the IRS, FY 2010-FY 2013'%*

Fiscal Year TAOs Issued
2010 95
2011 422
2012 434
2013 353

The following examples illustrate the use of TAOs to obtain taxpayer relief. To comply with IRC § 6103,
which generally requires the IRS to keep taxpayers’ returns and return information confidential, the

identifying details of the fact patterns have been modified or redacted.

96
97
98
99

IRC § 7811(a)(1); Treas. Reg. § 301.7811-1(a)(1) and (c).
IRM 13.1.20.5(2) (Dec 15, 2007).

Data obtained from TAMIS (Oct. 1, 2013).

Id.

100 /d.
101 Id.
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TAOs Involving Account Resolution

As discussed throughout this report, identity theft harms our tax system in many ways.'”> More than 75
percent of individual taxpayers filing returns claim refunds, averaging about $3,000.' In an identity
theft situation, where the IRS has processed a false return before the “true” taxpayer’s return, refunds are
not paid to the SSN owner until the IRS fully resolves the SSN ownership, which can take 180 days.!*
In FY 2013, TAS issued 39 TAOs involving identity theft, 23 of which were issued because the IRS failed
to respond to OARs by the negotiated completion date.' The IRS complied with all 23 of these TAOs
within an average of five days.'®® Of the original 39 TAOs issued, 30 involved economic burden that

107

caused a hardship and required swift TAS action.'”” Specific examples of hardships encountered by these

taxpayers, and worsened by IRS delays, include:
= Taxpayer being evicted;
= Taxpayer needed to pay rent and utilities; and

= Taxpayer behind on bills and needed to repair auto to get to work.

TAS Issues TAOs Where IRS Inaction Exacerbates Return Preparer Misconduct

Earlier in this report, we outline the issues surrounding the IRS’s current policy with respect to assisting
victims of tax return preparer misconduct.’®® Taxpayers seek TAS assistance when they become aware of

preparer misconduct, which generally only happens after the IRS:
® Reviews or audits the return;
= Disallows the incorrect deductions, withholding, or credits;
= Holds the taxpayer liable for the resulting increased tax assessment; or

= Prevents the taxpayer from obtaining the portion of the refund he or she was entitled to and did

not actually receive.

As a result, TAS continued to raise the problem, issuing 100 TAOs due to return preparer misconduct in
FY 2013." Sixty-nine TAOs for this issue were elevated to the National Taxpayer Advocate and 25 were

elevated to the Acting Commissioner.''?

102 See Most Serious Problem: Identity Theft: The IRS Should Adopt a New Approach to Identity Theft Victim Assistance that Minimizes Burden and
Anxiety for Such Taxpayers, supra.

103 See National Taxpayer Advocate FY 2014 Objectives Report to Congress 85 (TAOs Resolving Account Issues).
104 IRM 21.9.2.2.1 (May 29, 2013).

105 Under the Service Level Agreements between TAS and the operating divisions of the IRS, the TAS employee will contact the assigned IRS employ-
ee to negotiate or renegotiate the earliest possible requested completion date.

106 Data obtained from TAMIS (Oct. 1, 2013).
107 Id.

108 For a detailed discussion of the return preparer fraud problem, see Most Serious Problem: The IRS Still Refuses to Issue Refunds to Victims of
Return Preparer Fraud, Despite Ample Guidance Allowing the Payment of Such Refunds, supra.

109 Data obtained from TAMIS (Oct. 1, 2013).

110 See Most Serious Problem: Return Preparer Fraud: The IRS Still Refuses to Issue Refunds to Victims of Return Preparer Misconduct, Despite Ample
Guidance Allowing the Payment of Such Refunds, supra.
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TAOs to Examination Functions

TAS issued 45 TAOs to examination units for a variety of issues, including return preparer misconduct,

audit reconsiderations, and problems with the adoption tax credit. Several examples follow:

= A taxpayer was denied dependency exemptions, EITC, and head of household filing status with
respect to children and grandchildren. The taxpayer repeatedly sent the verification documents
to the Examination function, but received no response. The taxpayer, facing eviction and unable
to meet basic living expenses, turned to TAS for help. TAS did not receive a response from the
Examination function. Upon inquiry, TAS learned the examiner was on “extended leave.” TAS
immediately issued a TAO. The IRS promptly reviewed the documents and issued the refund to
the taxpayer.

® The IRS determined the taxpayer was not engaged in a business for profit pursuant to IRC § 183,
and thus denied certain business expenses and assessed additional tax. The taxpayer disagreed with
the assessment and requested review by the Office of Appeals. The IRS disregarded the taxpayer’s
request and issued the taxpayer a Statutory Notice of Deficiency, asserting that because the amount
in controversy exceeded $25,000, the taxpayer should have filed a formal appeal, as opposed to an
informal one. The Local Taxpayer Advocate issued a TAO, pointing out that the correct procedure
under IRM 4.10.8.11.9(9) is for the IRS to allow the taxpayer the opportunity to cure an improp-
er protest before issuing a notice of deficiency.""! The IRS complied by rescinding the Statutory
Notice of Deficiency.

® During an audit, the Innocent Spouse Unit granted a taxpayer’s request for innocent spouse relief
under IRC § 6015 but the unit did not properly process a partial agreement on the claim. The
taxpayer’s other issues were resolved subsequently, but when the case was returned to the IRS for
completion, the function refused to make the previously agreed innocent spouse adjustments. TAS
issued a TAO, and the IRS agreed to make the adjustments.

TAOs to TE/GE

As the issues addressed in both the report of the Treasury Inspector General for Tax Administration and
the report of the National Taxpayer Advocate demonstrate, Tax Exempt and Government Entity (TE/GE)
cases present vitally important advocacy opportunities, both on substantive legal determinations and on
processing issues.''? Non-profit organizations contribute religious, educational, scientific, social welfare,
and other similar positive benefits to the public good, and most of these exempt organizations are small
entities serving local communities staffed by volunteers.'"? Entities pursuing tax exempt status under
IRC § 501(c)(3) generally will not operate in advance of IRS exempt organization status. Therefore, the
timeliness of the application approval process is crucial to the goals of the organization. Without the IRS
determination on the tax exemption, the entity will struggle in its efforts to solicit funds from donors,

who are motivated in part by the ability to deduct contributions to an approved IRC § 501(c)(3) tax

111 IRC § 7811(a)(3) establishes a presumption that when the IRS fails to follow its own guidance the National Taxpayer Advocate shall view the facts
in the light most favorable to the taxpayer when determining whether to issue a TAO.

112 See Treasury Inspector General for Tax Administration (TIGTA), Ref. No. 2013-10-053, Inappropriate Criteria Were Used to Identify Tax-Exempt
Applications for Review (May 14, 2013); National Taxpayer Advocate Special Report to Congress, Political Activity and the Rights of Applicants for
Tax-Exempt Status, June 30, 2013.

113 National Taxpayer Advocate 2009 Annual Report to Congress 287, addressing the need for targeted research and increased collaboration to
meet the needs of tax exempt organizations; National Taxpayer Advocate 2005 Annual Report to Congress 293 discussing inadequate service to
exempt organization resulting in unnecessary penalties; National Taxpayer Advocate Special Report to Congress, Political Activity and the Rights of
Applicants for Tax-Exempt Status (June 30, 2013).
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exempt entity. While some exempt organizations under IRC § 501(c) may operate without the need to
seck an IRS determination, it is TAS’s experience with IRC § 501(c)(4) cases that many entities are re-
luctant to operate without IRS approval.""* TAS is advocating for these taxpayers on both the procedural

issues surrounding the application process and the substantive aspects of the determination process.

TAS’s FY 2013 cases involving applications for exempt status have increased by 371 percent compared to
FY 2010, 218 percent since FY 2011, and 110 percent since FY 2012." Thirty percent of the FY 2013
cases met economic burden criteria, and 70 percent were congressional referrals.''® Since May, TAS has
averaged about 62 new receipts per week.'” This increase in exempt organization cases demonstrates that
the IRS’s processes are creating significant hardship for both new exempt organizations and those whose
exempt status was automatically revoked. In FY 2013, TAS issued 42 TAOs to the TE/GE function,
compared with six in FY 2012 (four of which were rescinded), and three in FY 2011.1% The TAOs in

FY 2013 were issued primarily due to issues surrounding:

® Delays in processing Forms 1023, Application for Recognition of Exemption Under Section 501(c)
(3) of the Internal Revenue Code, and Form 1024, Application for Recognition of Exemption Under
Section 501(a); and

®  Automatic revocations of exempt status pursuant to provisions of the Pension Protection Act,
which requires tax-exempt organizations to file an annual return or notice with the IRS or face

automatic revocation.'"”’

With respect to delays in processing, TAS has encountered problems with TE/GE understanding TAS’s
statutory authorities, and the National Taxpayer Advocate has written about these issues.’*® TE/GE tends
to work applications in a first-in/first-out basis, and the essence of TAS advocacy is ensuring that certain
applications are moved to the “front of the line” based on taxpayer need.'”!

The numerous problems surrounding the automatic revocation requirement are discussed at length in a
Most Serious Problem in this report.!* TAS advocacy in the typical fact pattern for an exempt organiza-

tion revocation follows.

The exempt organization is surprised when it is informed by its donors and grant-making
foundations that it is no longer on the list of Exempt Organizations authorized to receive
deductible contributions, discovering the exempt status was revoked. Immediately, the organi-
zation completes the necessary paperwork, enclosing a check for the application fee. The

organization then applies for grants and discovers its exempt status has not been reinstated.

114 Some organizations are not required to be tax exempt but may obtain formal recognition of tax-exempt status by submitting IRS Form 1024. Of
the 19 cases TAS received, three taxpayers withdrew their applications because of the excess burden and delays. National Taxpayer Advocate
Special Report to Congress, June 30, 2013, Political Activity and the Rights of Applicants for Tax-Exempt Status, 3. www.taxpayeradvocate.irs.
gov/20140bjectivesReport/Special-Report.

115 Data obtained from TAMIS (Oct. 1, 2010, 2011, 2012, and 2013). See Most Serious Problem: Exempt Organizations: The IRS Continues To
Struggle With Revocation Processes and Erroneous Revocations of Exempt Status, supra.

116 Data obtained from TAMIS (Oct. 1, 2013).

117 Id.

118 Id.

119 The Pension Protection Act of 2006, Pub. L. No. 109-280 § 1223, 120 Stat. 780, 1090 (2006).

120 National Taxpayer Advocate Special Report to Congress, Political Activity and the Rights of Applicants for Tax-Exempt Status (June 30, 2013).
121 /d. at 3.

122 See Most Serious Problem: Exempt Organizations: The IRS Continues To Struggle With Revocation Processes and Erroneous Revocations of Exempt
Status, supra.
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The IRS cashed the check for the processing fee, but the organization did not receive a
determination letter. When the organization inquires of the IRS, it is informed that it will
be another six to eight weeks. This has been the constant response by the IRS. Often, this
response is repeated several times for the organization. TAS conducts research to determine
a recommended action, secures proof of grants that are being lost, and issues an OAR to the
Exempt Organization Unit, recommending the exempt status be reinstated promptly, due
to the lost funding. If the function does not respond within the established timeframe, TAS

issues a TAO and the unit complies by reinstating the organization’s exempt status.'?

Overall, TAS provided relief to 1,552 exempt organizations in FY 2013.'2% The average time TAS took to
resolve exempt status application cases was 75 days and TAS provided some form of relief in 79.3 percent

of the cases.'”

TAOs on Collection issues

In FY 2013, levy issues were the sixth most significant source of TAS economic burden receipts.'* If the
IRS does not act quickly in these cases, the taxpayer may experience even more financial harm.'” TAS
issued 20 TAOs on levy cases in FY 2013, compared to 17 in FY 2012 and 11 in FY 2011. Of the 20
TAO:s for levies, TAS issued 15 TAOs to obtain the return of levy proceeds for taxpayers experiencing

economic burden. The IRS complied with 15 of these TAOs, involving cases where:'?®

= The IRS initially refused to allow TAS time to review the taxpayer’s situation to determine possible

alternatives to resolve the issue, effectively denying the taxpayer access to TAS’s assistance.

= After an Appeals Settlement Officer determined possible resolution via an installment agreement,

the Revenue Officer refused to consider the request for an installment agreement.

" A taxpayer and revenue officer (RO) disagreed on the appropriate monthly payment amount for
a proposed installment agreement, so the RO issued a levy. TAS requested additional time to
review the matter to reach a mutually agreeable installment agreement, pointing out that required
procedures for the processing of installment agreements, which includes independent review and
appeal rights, were not being followed. The RO’s response was that TAS should issue a TAO if it
wanted additional time, so TAS did.

® The IRS did not properly code a taxpayer’s account with currently not collectible (CNC) status
at the time of its original determination to place the account in CNC hardship status. The IRS
subsequently levied the taxpayer’s income source, leaving the taxpayer with insufficient funds for

basic living expenses. The IRS refused to return the levy proceeds until TAS issued the TAO.

® The IRS wrongly refunded payments to a taxpayer after a failed offer in compromise application.
The taxpayer returned the money for proper application to the debt, but the IRS lost the check.
After TAS issued the TAO, the IRS found the check and correctly applied it to the taxpayer’s

account.

123 Data obtained from TAMIS (Oct. 1, 2013).

124 [d.
125 Jd.
126 Id.
127 Id.
128 Id.
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TAOs to Appeals
TAS issued ten TAOs to Appeals on a variety of issues during FY 2013. TAS cases involving Appeals

continue to reflect a misunderstanding on the part of many Appeals’ employees about TAS’s statutory
authority to advocate for taxpayers.'”” Some Appeals employees attempted to limit TAS’s actions on the
taxpayer’s behalf under the misguided notion that communicating with TAS violated the prohibition on
Appeals from “ex parte communications” with functions, that TAOs may violate Appeals’ independence or
exceed the National Taxpayer Advocate’s authority.'*

However, TAS worked cooperatively with Appeals in many areas. For example, TAS worked with Appeals
through a joint team to reach agreement to provide standard language on OARs that includes the SLA
requirement concerning the five-day advance notification to TAS of a proposed determination. The
impact of this agreement is significant as it will vastly increase TAS’s advocacy opportunities, because
when Appeals issues a final determination to the taxpayer without notifying TAS in advance, TAS’s ability
to advocate, if it does not agree with the finding, is severely hampered due to time limits. This agreement

puts the SLA requirements up-front when the case is assigned to an Appeals Officer or Settlement Officer.

CONGRESSIONAL CASE TRENDS

TAS is responsible for responding to certain tax account inquiries sent to the IRS by members of
Congress. As shown in Figure 4.16, entity, document processing, and refund issues made up the top three

categories of congressional inquiries in FY 2013."3!

FIGURE 4.16, TAS Congressional Inquiries by Issue Group, FY 2012 and FY 20133

lssue Category | FY2012 | FY2013 | %Change
Entity Issues 5,251 5,558 5.8%
Document Processing Issues 2,048 3,034 48.1%
Refund Issues 2,033 2,577 26.8%
Collection Issues 2,424 2,407 -0.7%
Audit Issues 2,978 2,258 -12.2%
Technical, Procedural, or Statute Issues 1,348 1,322 -1.9%
Penalty Issues 1,053 989 6.1%
Payment or Credit Issues 359 426 18.7%
Appeals Issues 278 268 -3.6%
Interest Issues 65 44 -32.3%
Other Issues 29 37 27.6%
Criminal Investigation Issues 9 12 33.3%
Total Congressional Issues 17,470 18,932 8.4%

129 Data obtained from TAMIS (Oct. 1, 2013).

130 See Rev. Proc. 2012-18, 2012-10 I.R.B. 455. An “ex parte communication” is a communication that takes places between any Appeals employee
and employees of other IRS functions without the taxpayer (or representative) being given an opportunity to participate in the communication.

131 Data obtained from TAMIS (Oct. 1, 2013; Oct. 1, 2012).

132 Id.
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From FY 2009 through FY 2011, congressional inquiries declined, but increased in FY 2012 and 2013.
As shown in Figure 4.17, issues related to the FTHBC and the adoption credit contributed significantly
to TAS congressional receipts in FY 2011.

FIGURE 4.17, TAS Congressional Receipts, FY 2009-FY 201333

Congressional Receipts
Total Case Receipts
% of Total Receipts

Congressional Receipts Related to
Economic Stimulus Payment (ESP)

Congressional Receipts Related to
FTHBC

Congressional Receipts Related to
Adoption Credit

17,603
272,404
6.5%

4,264

a5y ralal
298,933
5.3%

127

3,243

14,761
295,904
5.0%

22

2,018

496

17,470
219,666
8.0%

399

476

| FY2009 | FY2010 | FY2011 | FY2012 | FY 2013

18,932
244,956
7.7%

5

197

118

133 Data obtained from TAMIS. TAS obtains the data on the first day following the end of the FY for FYs 2009 through 2013.
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Top 25 Case Advocacy Issues for Fiscal Year 2013 by TAMIS* Receipts

FY 2013 Case
Issue Code Description Receipts

425 Identity Theft 57,929
045 Pre-Refund Wage Verification Hold 26,136
315 Unpostable or Reject 17,045
63x — 640 Earned Income Tax Credit 11,980
330 Processing Amended Return 10,441
71x Levies (Including Federal Payment Levy Program) 8,829
310 Processing Original Return 8,714
340 Injured Spouse Claim 8,021
620 Reconsideration of Audits and Substitute for Return under IRC § 6020(b) 7,527
610 Open Audit (Not EITC) 6,734
060 IRS Offset 4,992
020 Expedite Refund Request 4,584
670 Closed Automated Underreporter 3,923
75x Installment Agreements 3,916
090 Other Refund Inquiries/Issues 3,900
040 Returned or Stopped Refunds 3,382
72x Liens 3,147
540 Civil Penalties (Other than Trust Fund Recovery Penalties) 2,739
520 Failure to File Penalty and/or Failure to Pay 2,702
790 Other Collection Issues 2,610
460 Application for Exempt Status 2,519
010 Lost or Stolen Refunds 2,368
675 Combined Annual Wage Reporting/Federal Unemployment Tax Act (CAWR/FUTA) 2,328
660 Open Automated Underreporter 2,326
390 Other Document Processing Issues 2,232
Total Top 25 Receipts 211,024
Total TAS Receipts 244,956

* Taxpayer Advocate Management Information System
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Acronym Glossary — Annual Report to Congress 2013

Acronym | Definition Acronym | Definition

AARS Appeals Account Resolution Specialist ARAP Accelerated Revenue Assurance Program
ABA American Bar Association ARC Annual Report to Congress
ACA Affordable Care Act ARI Appeals Referral Investigation
ACDS Appeals Centralized Database System ARRA America Recovery and Reinvestment Act
ACH Automated Clearinghouse ASA Average Speed of Answer
ACM Appeals Case Memoranda ASED Assessment Statute Expiration Date
ACS Automated Collection System ASFR Automated Substitute for Return
ACSS Automated Collection System Support ATAO Application for Taxpayer Assistance Order
ACTC Additional Child Tax Credit or Advance Child Tax ATFRS Automated Trust Fund Recovery System
Credit ATIN Adoption Taxpayer Identification Number
ADA Americans With Disabilities Act ATP Abusive Transaction Program
ADR Alternative Dispute Resolution or Address AUR Automated Underreporter
Research System
AEITC Advanced Earned Income Tax Credit AUES AEETIE) UG STEITEE) SERTE0S
AGI Adjusted Gross Income BIR Bureau of Internal Revenue
AIA Anti-Injunction Act BMF Business Master File
AICPA American Institute of Certified Public Accountants BOSS Bond and Option Sales Strategy
AIS Automated Insolvency System BNA Bureau of National Affairs
AlQ (IRS Office of) Advisory, Insolvency and Quality BPR Business Performance Review
AJAC Appeals Judicial Approach and Culture BRTF Business Returns Transaction File
AJCA American Jobs Creation Act of 2004 BSA Bank Secrecy Act
AIMS Audit Information Management System BTA Board of Tax Appeals
ALE Allowable Living Expenses CAA Certifying Acceptance Agent
ALS Automated Lien System CADE2 Customer Account Data Engine 2
AM Accounts Management CAF Centralized Authorization File
AMS Accounts Management System i S TEEL e A
AMT Alternative Minimum Tax CARE Customer Assistance, Relationships & Education
AMTAP Accounts Management Taxpayer Assurance CAS Customer Account Services
Program CAWR Combined Annual Wage Reporting
AMTI Alternative Minimum Tax Income CBO Congressional Budget Office
ANMF Automated Non Master File CBPP Center on Budget & Policy Priorities
ANPR Advance Notice of Proposed Rulemaking CBRS Currency & Banking Retrieval System
AO/SO Appeals or Settlement Officer cC Chief Counsel (Office of)
AOIC Automated Offer In Compromise CCB Check Claims Branch
APA American Payroll Association or Administrative CCISO Cincinnati Centralized Innocent Spouse Operation
Procedure Act CCP-LU Centralized Case Processing
APO/FPO | Army Post Office/Fleet Post Office cDP Collection Due Process
APS Appeals Processing Service CDPTS Collection Due Process Tracking System
AQC Automated Questionable Credits CDE Compliance Data Environment
AQMS Appeals Quality Management System CDW Compliance Data Warehouse
AQR Automated Questionable Refund CEAP Correspondence Examination Assessment Project
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Acronym | Definition Acronym | Definition

CEAS Correspondence Examination Automation Support DOD Department of Defense

CFf Collection Field Function DOJ Department of Justice

CFIF Check Forgery Insurance Fund DoMA Defense of Marriage Act

Cl Criminal Investigation (Division) DPC Designated Payment Code

CIP Compliance Initiative Project DSO Designated School Official

CIS Correspondence Imaging System EA Enrolled Agent

CJEs Critical Job Elements EAC Examination Activity Code

CLD Communications, Liaison and Disclosure EAJA Equal Access to Justice Act

CNC Currently Not Collectible EAR Electronic Account Resolution

COBRA Consolidated Omnibus Budget Reconciliation Act EBE Employee Business Expense

CODI Cancellation Of Debt Income EBT Electronic Benefits Transfer

colc Centralized Offer In Compromise ECS Enterprise Collections Strategy

COTR Contract Officer Technical Representative EGTRRA Economic Growth and Tax Relief Reconciliation
CONOPS Concept of Operations Act (of 2001)

CPAT Compliance Post Adjustment Team EFDS Electronic Fraud Detection System

CPE Continuing Professional Education EFS Enterprise Fax Storage

CPS Collection Process Study EFTPS Electronic Federal Tax Payment System
cQMs Collection Quality Management System EFW Electronic Funds Withdrawal

CRIS Compliance Research Information System EIC Eamned Income Credit

CSCco Compliance Services Collection Operations EIN Employer Identification Number

CSED Collection Statute Expiration Date EITC Earned Income Tax Credit

csl Campus Specialization Initiative ELMS Enterprise Learning Management System
CSO Communications and Stakeholder Outreach LS 2EBI0TIE CEEMEN! S

CSR Customer Service Representative ERIS Enforcement Revenue Information System
cTC Child Tax Credit EO Exempt Organization

DA Disclosure Authorization EP Employee Plans

DAC Disability Access Credit EQRS Embedded Quality Review System

DART Disaster Assistance Review Team ERIS Enforcement Revenue Information System
DATC Doubt As To Collectibility ERO Electronic Return Originator

DATL Doubt As To Liability ERISA Employee Retirement Income Security Act
Del T — ERSA Employee Retirement Savings Account
DD Direct Deposit ES Estimated Tax Payments

DDb Dependent Data Base ESA Economic Stimulus Act

DDIA Direct Deposit Installment Agreement ESC Executive Steering Committee

DDP Daily Delinquency Penalty ESL English as a Second Language

DFO Designated Federal Official ESOP Employee Stock Ownership Plan

DHS Department of Homeland Security ESP Economic Stimulus Payment

DI Desktop Integration or Debt Indicator ETA Effective Tax Administration

DIF Ty = —" ETACC Electronic Tax Administration Advisory Committee
DJA Declaratory Judgment Act ETARC (E:Irtz(:jtignic Tax Administration and Refundable
DLN Document Locator Number ETLA Electronic Tax Law Assistance

DMF Death Master File FA Field Assistance

DNS Domain Name Server
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FAFSA
FATCA
FBAR
FBU
FCR
FCRA
FDCPA
FDIC
FEIE
FEMA
FFI
FFCD
FFFF
FICA
FIFO
FIRPTA
FMV
FMS
FOIA
FPAA
FPLP
FPLP
FRA
FSLA
FSA
FSRP
FTA
FTC
FTD
FTE
FTF
FTHBC
FT
FTL
FTP
FTS
FUTA

GCM
GLD
GO

GAO

Free Application for Financial Student Aid
Foreign Account Tax Compliance Act
Foreign Bank Account Report

Federal Benefits Unit

Federal Case Registry

Fair Credit Reporting Act

Fraud Detection Center

Federal Deposit Insurance Corporation
Foreign Earned Income Exclusion

Federal Emergency Management Agency
Foreign Financial Institution

Future Field Collection Design

Free File Fillable Forms

Federal Insurance Contribution Act

First In, First Out

Foreign Investment in Real Property Tax Act
Fair Market Value

Financial Management Service

Freedom Of Information Act

Final Partnership Administrative Adjustment
Federal Poverty Level

Federal Payment Levy Program

Federal Records Act

Fair Labor Standards Act

Facilitated Self-Assistance

Facilitated Self-Assistance Research Project
First-Time Abatement or Federal Tax Application
Federal Trade Commission or Foreign Tax Credit
Federal Tax Deposit or Failure To Deposit
Full-Time Equivalent

Failure To File

First-Time Homebuyer Credit

Federal Tax Information

Federal Tax Lien

Failure To Pay

Fast Track Settlement

Federal Unemployment Tax Act

Fiscal Year

General Counsel Memorandum
Governmental Liaison and Disclosure
Government Entities

Government Accountability Office or General
Accounting Office

Appendices

Acronym | Definition

HCTC
1A

IAT
IBC
IBTF
ICAS
ICMM
ICP
ICS
IDAP
IDM
IDRM
IDFP
IDRS
IDS
IDT
IFC
IGRA
IITA
IMD
IMF
IMRS

IPM
IPO
IPOC
IP PIN
IPSU
IRB
IRC
IRDM
IRM
IRMF
IRP
IRPTR

IRS
IRSAC
IRSN
ITA
ITAAG
ITAR
ITG

Health Coverage Tax Credit

Installment Agreement

Integrated Automation Technologies
International Business Compliance

In Business, Trust Fund

Internet Customer Account Services
International Compliance Management Model
Integrated Case Processing

Integrated Collection System

IDRS Decision Assisting Program
International Data Management

Information Reporting and Document Matching
IRS Directory for Practitioners

Integrated Data Retrieval System

Inventory Delivery System

Identity Theft

International Finance Corporation

Indian Gaming Regulatory Act

International Individual Taxpayer Assistance Team
Internal Management Document

Individual Master File

Issue Management Resolution System
Internet Protocol

Integrated Production Model

ITIN Program Office

International Planning and Operations Council
Identity Protection Personal Identification Number
Identity Protection Specialized Unit

Internal Revenue Bulletin

Internal Revenue Code

Information Reporting Document Matching
Internal Revenue Manual

Information Returns Master File

Information Returns Processing

Information Returns Processing Transcript
Requests

Internal Revenue Service

Internal Revenue Service Advisory Council
Internal Revenue Service Number
Interactive Tax Assistance

Identity Theft Assessment and Action Group
Identity Theft Assistance Request

Indian Tribal Government
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Acronym | Definition

ITIN
IVO
JCT
Joc
LB&I

LCClI
LCTU
LEM
LEP
LIF
LIHTC
LILO
LITC
LLC
LLP
LOS
LP
LSB
LTA
M&P
MAGI
MEC
MFDRA
MFT
MIRSA
MITS

MLI
MWP
NAEA
NCOA
NEH
NFTL
NMF
NOD
NQRS
NRP
NTA
NTIS
OAR
oD
oIC

Individual Taxpayer Identification Number
Integrity Verification Operations

Joint Committee on Taxation

Joint Operations Center

Large Business and International Operating
Division

Last Chance Compliance Initiative
Large Corporation Technical Unit

Law Enforcement Manual

Limited English Proficiency

Low Income Filter

Low Income Housing Tax Credit
Lease-In Lease-Out

Low Income Taxpayer Clinic

Limited Liability Company

Limited Liability Partnership

Level of Service

Limited Partnership

Language Services Branch

Local Taxpayer Advocate

Media and Publications

Modified Adjusted Gross Income
Minimal Essential Health Coverage
Mortgage Forgiveness Debt Relief Act
Master File Transaction

My IRS Account Application

Modernization and Information Technology
Services

Multilingual Initiative or Most Litigated Issue
Making Work Pay Credit

National Association of Enrolled Agents
National Change of Address
Non-Economic Hardship

Notice of Federal Tax Lien

Non-Master File

Notice of Deficiency

National Quality Review System
National Research Program

National Taxpayer Advocate

National Technical Information Service
Operations Assistance Request
Operating Division

Offer in Compromise

Taxpayer Advocate Service —

Acronym | Definition

OECD

oLS
OMB
OMM
OPERA

OPI

oSl
OPR
OSsP
OTA
OTBR
OoTC
OTP
ouo
ove
OoVCl
OvD
OVDI
OVDP
PC
PCA
PCAOB
PCI
PDC
PEO
PFA
PGLD

PGP
PIC
PNI
PLR
POA
POL
PPBR
PPIA
PPS
PRA
PRP
PSC
PSP

Organisation for Economic Co-Operation and
Development

(IRS Office of) Online Services
Office of Management and Budget
Operation Mass Mail

Office of Program Evaluation, Research, &
Analysis

Office of Penalty and Interest Administration or
Over the Phone Interpreter

Office of Servicewide Interest

Office of Professional Responsibility
Office of Servicewide Penalties

Office of Tax Analysis

Office of Taxpayer Burden Reduction
Office of Taxpayer Correspondence
Office of Tax Policy

Official Use Only

Office for Victims of Crime

Offshore Voluntary Compliance Initiative
Offshore Voluntary Disclosure

Offshore Voluntary Disclosure Initiative
Offshore Voluntary Disclosure Program
Project Code

Private Collection Agency

Public Company Accounting Oversight Board
Potentially Collectible Inventory

Private Debt Collection

Professional Employer Organization
Pre-Filing Agreement

Privacy, Governmental Liaison and Disclosure
(Office of)

Priority Guidance Plan

Primary Issue Code

Potential New Inventory

Private Letter Ruling

Power of Attorney

Period of Limitations

Printing and Postage Budget Reduction
Partial Payment Installment Agreement
Practitioner Priority Service

Paperwork Reduction Act

Problem Resolution Program
Philadelphia Service Center

Payroll Service Provider
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Acronym | Definition

PREA
PTIN
PTSD
PY

QBU
QETP
QRP

RA

RCA
RCP
RGS
RICS
RO
ROFT
ROI
ROTERS
RPS
RPVP
RRA 98

RPC
RPO
RPS
RPP
RRP
RSED
RTTS
SA
SAMS
SBA
SBDC
SB/SE
SEC
SEP
SERP
SEVP
SFR
SL
SLA
SMP
SMS
SNOD
SO

Premature Referral and Acceptance
Preparer Tax Identification Number
Post Traumatic Stress Disorder
Processing Year

Qualified Business Unit

Questionable Employment Tax Practices
Questionable Refund Program

Revenue Agent or Reporting Agent
Reasonable Cause Assistant
Reasonable Collection Potential

Report Generating Software

Return Integrity and Correspondence Services
Revenue Officer or Responsible Officer
Record of Federal Tax Liability

Return on Investment

Records of Tax Enforcement Results
Revenue Protection Strategy

Return Preparer Visitation Program

(Internal Revenue Service) Restructuring and
Reform Act of 1998

Return Preparer Coordinator

Return Preparer Office

Revenue Protection Strategy

Return Preparer Program

Return Review Program

Refund Statute Expiration Date
Real-Time Tax System

Systemic Advocacy

Systemic Advocacy Management System
Small Business Administration

Small Business Development Center
Small Business/Self Employed Operating Division
Securities and Exchange Commission
Special Enforcement Program
Servicewide Electronic Research Program
Student and Exchange Visitor Program
Substitute for Return

Stakeholder Liaison

Service Level Agreement

Secure Messaging Portal

Secure Messaging System

Statutory Notice of Deficiency

Settlement Officer
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Acronym | Definition

SOl

SP
SPC
SPDER

SPEC

SPOC
SSA
S|
SSMC
SSN
STC
STO
SvC
TAB
TAC
TACT
TAD
TAMIS

TAMRA

TAO
TAP
TAS
TBOR
TC
TCE
TDA
TDRA
TDI

TE
TEFRA
TEC
TE/GE

TEFRA
TFP
TFRP
TGR
TIGTA
TIN

Statistics of Income
Submission Processing
Submission Processing Center(s)

Office of Servicewide Policy, Directives, and
Electronic Research

Stakeholder Partnerships, Education &
Communication

Single Point of Contact

Social Security Administration
Supplemental Security Income
Services, Support and Modernization Committee
Social Security Number

Student Tax Clinic

Student Tuition Organization

Stored Value Card

Taxpayer Assistance Blueprint
Taxpayer Assistance Center
Taxpayer Communications Taskgroup
Taxpayer Advocate Directive

Taxpayer Advocate Management Information
System

Technical and Miscellaneous Revenue Act (of
1988)

Taxpayer Assistance Order

Taxpayer Advocacy Panel

Taxpayer Advocate Service

Taxpayer Bill of Rights

Transaction Code

Tax Counseling for the Elderly

Taxpayer Delinquent Account

Tip Rate Determination Agreement

Taxpayer Delinquent Investigation

Tax Examiner or Tax Exempt

Tax Equity and Fiscal Responsibility Act of 1982
Taxpayer Education and Communication

Tax Exempt & Government Entities Operating
Division

Tax Equity and Fiscal Responsibility Act

Tax Forms & Publications

Trust Fund Recovery Penalty

Total Gross Receipts

Treasury Inspector General for Tax Administration

Taxpayer Identification Number
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Acronym | Definition Acronym | Definition

TIPRA Tax Increase Prevention and Reconciliation Act uou Universal Postal Union
(of 2005) URF Unidentified Remittances File
TOP Treasury Offset Program URP Underreporter
T0S Terms of Service USPS United States Postal Service
L e B USPTO United States Patent and Trademark Office
TPI Total Positive Income UWR Uniform Work Request
TPNC Taxpayer Notice Code VAT Value Added Tax
TPP Third-Party Payer or Taxpayer Protection Program VCP Voluntary Compliance Program
TPPA Third Party Payroll Agent VFTF Virtual Face-to-Face
U Taxpayer Protection Unit VITA Volunteer Income Tax Assistance
TRA Tax Reform Act VSD Virtual Service Delivery
TRHCA Tax Relief and Health Care Act (of 2006) VTO Virwel Translkicn @i
TTB (Alcohol and Tobacco) Tax and Trade Bureau W3C World Wide Web Consortium
Al Tax Year W& Wage and Investment Operating Division
UAA e WFTRA | Working Families Tax Relief Act
UAL Uniform Acknowledgement Letter WIRA Wage and Investment Research & Analysis
LI Sl RS wo Whistleblower Office
ubocC Uniform Definition of a Child XSF Saass Gallasiion Fiz
uLc Universal Location Code
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Table 1:

Case Citation

Issue(s)

Individual Taxpayers (But Not Sole Proprietorships)

Appendices

Pro Se

Accuracy-Related Penalty Under IRC § 6662(b)(1) and (2)

Decision

Abarca v. Comm’, T.C. Memo. 2012-245

Albright v. Comm’, T.C. Memo. 2013-9

Armstrong v. Comm’, 139 T.C. 468 (2012)

Ashmore v. Comm’, T.C. Memo. 2013-137

Au v. Comm’, 482 F. App’x 289 (9th Cir.
2012), aff’g T.C. Memo. 2010-247

Bartlett v. Comm’, T.C. Memo. 2012-254

Beach v. Comm’, T.C. Summ. Op. 2012-81

Bell v. Comm’, T.C. Summ. Op. 2013-20

Bernard v. Comm’, T.C. Memo. 2012-221

Bishop v. Comm’, T.C. Memo. 2013-98

Blackwood v. Comm’, T.C. Memo. 2012-190

Bond v. Comm’, T.C. Memo. 2012-313

Brady v. Comm’, T.C. Memo. 2013-1

Brennan v. Comm’, T.C. Memo. 2012-209,
appeal docketed, No. 13-72437 (9th Cir.
July 11, 2013)

Brown v. Comm’, 693 F.3d 765 (7th Cir.
2012), aff’g T.C. Memo. 2011-83

6662(b)(1) — TP acted negligently for failing to maintain
adequate records to substantiate Schedule C and Schedule
E deductions

6662(b)(1) & (2) — TP substantially understated income tax
by failing to include proceeds from sale of home in gross
income; underpayment due to changes in capital loss car-
ryovers and technical adjustments did not establish TP’s
negligence

6662(b)(1) — TPs (H&W) acted with reasonable cause and
in good faith; honest misunderstanding of the tax code led to
underpayment

6662(b)(2) — TP substantially understated income tax by
failing to include in gross income money earned and stated
on one of three W-2s

6662(b)(1) — TPs (H&W) acted negligently by improperly
deducting gambling losses against ordinary income, rather
than against gambling winnings

6662(b)(2) — TP substantially understated income tax by
failing to include in gross income the proper amount of tax-
able pension income; reliance on TurboTax did not constitute
reasonable cause

6662(b)(1) — TP acted negligently by failing to include insur-
ance proceeds in the calculation of casualty loss

6662(b)(2) — TP substantially understated income tax by
failing to substantiate deduction for charitable contribution

6662(b)(1) — TPs (H&W) acted negligently by failing to
include in gross income distributions from IRA

6662(b)(2) — TP substantially understated income tax
by failing to substantiate an improperly claimed bad debt
deduction

6662(b)(2) — TPs (H&W) acted with reasonable cause and in
good faith in reliance on competent tax preparer with respect
to the disallowed exclusion of settlement payment in gross
income

6662(b)(1) — TP acted negligently by failing to substantiate
deductions and deducting personal expenses as business
expenses

6662(b)(2) — TPs (H&W) substantially understated income
tax by failing to include in gross income dividend proceeds
and social security benefits; penalty for failure to provide
CPA with Form 1099-DIV; no penalty for understatement of
social security benefits because of reasonable reliance on
tax preparer

6662(b)(2) — TPs (H&W) substantially understated income
tax by failing to include in gross income their distributive
shares of capital gains income from LLC’s sale of assets

6662(b)(2) — TPs (H&W) substantially understated income
tax by failing to include in gross income money earned in
excess of investment in life insurance upon cancellation of
policy

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

No

No

Yes

Yes

No

No

IRS

Split

™

IRS

IRS

IRS

IRS

IRS

IRS

IRS

™

IRS

Split

IRS

IRS
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Table 1: Accuracy-Related Penalty Under IRC § 6662(b)(1) and (2)

Case Citation Issue(s) Pro Se | Decision
Burton v. Comm’, T.C. Summ. Op. 2012-72 | 6662(b)(1) — TP acted with reasonable cause and in good No TP
faith; honest misunderstanding of the tax code led to
underpayment
Callahan v. Comm’, T.C. Memo. 2013-131 6662(b)(1) — TPs (H&W) acted negligently by failing to No IRS
include in gross income capital gains and discharge of
indebtedness income from the sale of homes
Calloway v. Comm’, 691 F.3d 1315 (11th 6662(b)(2) — TPs (H&W) substantially understated income No IRS
Cir. 2012) aff’g 135 T.C. 26 (2010) tax by failing to include in gross income gains from the sale
of securities
Carlebach v. Comm’, 139 T.C. 1 (2012) 6662(b)(1) & (b)(2) — TPs (H&W) acted negligently by failing | No IRS
to make a reasonable attempt to comply with tax laws when
claiming child tax credits and child care credits
Carr v. Comm’, T.C. Summ. Op. 2013-3 6662(b)(2) — TPs (H&W) substantially understated income Yes IRS
tax by failing to include in gross income payment in settle-
ment claim against H's former employer
Cherry v. Comm’, T.C. Memo. 2013-3 6662(b)(1) — TP acted negligently by failing to include in Yes IRS
gross income deposits into bank account
Chiavacci v. Comm’, T.C. Summ. Op. 2012- | 6662(b) (2) — TP substantially understated income tax by No IRS
63 failing to make a reasonable attempt to comply with tax laws
when deducting alimony payments
Chien v. Comm’, T.C. Memo. 2012-277 6662(b)(1) & (2) — TP acted with reasonable cause and in No TP
good faith; honest misunderstanding of the tax code led to
underpayment
Chow v. Comm’, 481 F. App’x 406 (9th Cir. | 6662(b)(1) — TP acted negligently by improperly deducting Yes IRS
2012), aff’g T.C. Memo. 2010-48, cert. gambling losses against ordinary income, rather than against
denied, 133 S. Ct. 1304 (2013) gambling winnings
Cole v. Comm’, T.C. Summ. Op. 2013-34 6662(b)(1) — TPs (H&W) acted negligently by failing to sub- Yes IRS
stantiate deduction for casualty loss; reliance on preparers
not reasonable when TPs didn’t review returns with preparers
Crispin v. Comm’, 708 F.3d 507 (3d Cir. 6662(b)(2) — TP substantially understated income tax by No IRS
2013) aff’g T.C. Memo. 2012-70, petition failing to substantiate deduction for artificial loss from a
for cert. filed, No. 13-99 (July 23, 2013) Custom Adjustable Rate Debt Structure (CARDS) transaction
Cung v. Comm', T.C. Memo. 2013-81 6662(b)(2) — TP substantially understated income tax by fail- | Yes IRS
ing to include in gross income lawsuit settlement proceeds
Daniel-Berhe v. Comm’, T.C. Summ. Op. 6662(b)(1) — TP made a good faith effort to substantiate Yes TP
2013-33 deductions for unreimbursed employee business deductions
and had a genuine misunderstanding of the tax code
Diaz v. Comm’, T.C. Memo. 2012-241 6662(b)(1) — TP acted negligently by failing to include in Yes IRS
gross income gains from the sale of real property
Diaz v. Comm’, T.C. Memo. 2012-280 6662(b)(1) & (2) — TPs (H&W) substantially understated No IRS
income tax by failing to include in gross income proceeds
from an international organization; TP acted negligently by
failing to file a Schedule SE or pay self-employment tax; reli-
ance on AARP volunteer not reasonable or in good faith when
TPs failed to provide necessary and accurate information
Doolittle v. Comm’, T.C. Summ. Op. 2012- 6662(b)(1) & (b)(2) — TP acted with reasonable cause and Yes TP
103 in good faith; honest misunderstanding of the tax code led to
underpayment
Eriksen v. Comm’, T.C. Memo. 2012-194 6662(b)(1) — TP acted negligently by failing to substantiate No IRS
deduction for unreimbursed employee expenses
Taxpayer Advocate Service — 2013 Annual Report to Congress — Volume One 453



Table 1: Accuracy-Related Penalty Under IRC § 6662(b)(1) and (2)

Case Citation
Figueres v. Comm’, T.C. Memo. 2012-296

Flood v. Comm’, T.C. Memo. 2012-243

Francis v. Comm’, T.C. Summ. Op. 2012-79

Gaggero v. Comm’, T.C. Memo. 2012-331

Giovacchini, Estate of v. Comm’r, T.C.
Memo. 2013-27

Gluckman v. Comm’, T.C. Memo. 2012-329,
appeal docketed, No. 13-761 (2d Cir. Mar.
1, 2013)

Gould v. Comm’, 139 T.C. 418 (2012),
appeal docketed, No. 13-1851 (4th Cir. July
5,2013)

Gray v. Comm’, T.C. Summ. Op. 2013-30

Gunkle v. Comm, T.C. Memo. 2012-305,
appeal docketed, No. 13-60245 (5th Cir.
Apr. 12, 2013)

Gustashaw v. Comm’r, 696 F.3d 1124 (11th
Cir. 2012), aff’g T.C. Memo. 2011-195

Hargreaves v. Comm’, T.C. Summ. Op.
2013-37

Hassanipour v. Comm’, T.C. Memo. 2013-
88

Hoang v. Comm’, T.C. Memo. 2013-127

Jarvis v. Comm’, T.C. Summ. Op. 2013-11

Kerman v. Comm’r, 713 F.3d 849 (6th Cir.
2013), aff’g T.C. Memo. 2011-54, petition
for cert. filed, No. 13-387 (Sept. 23, 2013)

Kramer v. Comm’, T.C. Memo. 2012-192

Langley v. Comm’, T.C. Memo. 2013-22

Issue(s)

6662(b)(1) — TP acted negligently by improperly deducted
gambling losses against ordinary income, rather than against
gambling winnings; no penalty for improperly claimed recov-
ery rebate credit, because it was not an amount shown on
the return

6662(b)(1) & (2) — TPs (H&W) acted with reasonable cause
and in good faith in believing real estate lots sold and donat-
ed were capital assets; other underpayments were the result
of negligence

6662(b)(2) — TPs (H&W) substantially understated income
tax by failing to include in gross income proceeds from an
award for wrongful denial of military promotion

6662(b)(2) — TP acted with reasonable cause and in good
faith in relying on a competent tax professional

6662(b)(2) — TP acted with reasonable cause and in good
faith in relying on a competent tax professional

6662(b) (2) — TPs (H&W) substantially understated income
tax by failing to include in gross income the value of two
cash value life insurance policies

6662(b)(2) — TP substantially understated income tax by
failing to substantiate deductions for net operating loss and
capital loss

6662(b)(1) — TP acted negligently by failing to substantiate
dependency exemption deduction, child tax credit, and head
of household filing status

6662(b)(2) — TP substantially understated income tax by
failing to substantiate deduction for charitable gift and failed
to include in gross income amounts paid by purported church
for personal living expenses

6662(b)(1) — TPs (H&W) acted negligently by failing to
substantiate deduction for artificial loss from a CARDS
transaction

6662(b)(1) — TPs (H&W) acted with reasonable cause and
in good faith; honest misunderstanding of the tax code led to
underpayment

6662(b)(2) — TPs (H&W) substantially understated income
tax by failing to substantiate deductions for losses on real
estate income; calendars were insufficient to show the
income was non-passive

6662(b)(1) & (2) — TPs substantially understated income tax
by failing to include in gross income capital gains

6662(b)(1) — TP acted negligently by failing to include in
gross income proceeds from life insurance policy

6662(b)(2) — TPs (H&W) substantially understated income
tax by failing to substantiate deduction for artificial loss from
a CARDS transaction

6662(b)(1) — TPs (H&W) acted negligently by failing to
include in gross income all wages for the tax year
6662(b)(1) — TPs (H&W) acted negligently by failing to sub-
stantiate deduction for dependency exemption and education
credit for daughter

Appendices

Pro Se

Yes

Yes

Yes

No

No

No

Yes

Yes

No

No

Yes

No

Yes

Yes

No

Yes

Yes

Decision
Split

Split

IRS

P

P

IRS

IRS

IRS

IRS

IRS

P

IRS

IRS

IRS

IRS

IRS

IRS
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Table 1: Accuracy-Related Penalty Under IRC § 6662(b)(1) and (2)

Case Citation Issue(s) Pro Se | Decision
Martin v. Comm’, T.C. Summ. Op. 2012- 6662(b)(2) — TPs (H&W) substantially understated income Yes IRS
126 tax by failing to substantiate deductions for children and
theft loss
Mayer v. Comm’, T.C. Summ. Op. 2013-39 | 6662(b)(2) — TPs (H&W) substantially understated income No IRS
tax by failing to include in gross income proceeds from a
401(k) hardship withdrawal
McAllister v. Comm’, T.C. Memo. 2013-96 6662(b)(2) — TP acted with reasonable cause and in good Yes TP
faith; honest misunderstanding of the tax code led to
underpayment
Minnick v. Comm’, T.C. Memo. 2013-345, 6662(b)(1) — TPs (H&W) acted negligently in determining No IRS
appeal docketed, No. 13-73234 (9th Cir. whether grant of a conservation easement gave rise to a
Sept. 16, 2013) charitable contribution deduction; TPs failed to solicit advice
from a tax professional
Mogbo v. Comm’, T.C. Summ. Op. 2013-16 | 6662(b)(1) — TPs (H&W) acted negligently by failing to Yes IRS
include in gross income wages and retirement distribution; H
failed to substantiate real estate expenses
Morales v. Comm’, T.C. Memo. 2013-192 6662(b)(1) — TPs acted negligently by failing to make a rea- | Yes IRS
sonable attempt to comply with tax laws when claiming the
first-time homebuyer credit
Mui v. Comm’, T.C. Memo. 2013-83 6662(b) (2) — TP substantially understated income tax by No IRS
failing to include in gross income certain items; TP failed to
establish the tax preparer was a competent professional
Neff v. Comm’, T.C. Memo. 2012-244 6662(b)(2) — TPs (H&W) acted with reasonable cause and in | No TP
good faith in relying on a competent tax professional
Newell v. Comm’, T.C. Summ. Op. 2012-57 | 6662(b)(2) — TPs (H&W) acted with reasonable cause and No TP
in good faith; honest misunderstanding of the tax code led
to underpayment-misstatement of deduction for moving
expenses
Noz v. Comm', T.C. Memo. 2012-272 6662(b)(2) — TPs (H&W) acted with reasonable cause and in | No TP
good faith in relying on a competent tax professional
Patel v. Comm’, 138 T.C. 395 (2012) 6662(b)(1) & (2) — TPs (H&W) acted with reasonable cause | Yes TP
and in good faith; honest misunderstanding of the tax code
led to underpayment
Peek v. Comm’, 140 T.C. No. 12 (2013) 6662(b)(1) & (2) — TPs (H&W) substantially understated No IRS
income tax in one year and in the following year acted negli-
gently by failing to include in gross income capital gains on
sale of securities; no reasonable cause for relying on advice
of the promoter
Pollard v. Comm’, T.C. Memo. 2013-38, 6662(b)(2) — TP substantially understated income tax by No IRS
appeal docketed, No. 13-9001 (10th Cir. failing to substantiate deduction for charitable contribution
May 8, 2013)
Riether v. United States, 2012 WL 6934116 | 6662(b)(2) — TPs (H&W) substantially understated income No IRS
(D. N.M. 2012) tax by failing to substantiate deduction for theft loss of medi-
cal equipment; TPs failed to provide necessary and accurate
information to tax professional
Rogers v. Comm’, T.C. Memo. 2013-77, 6662(b)(1) — TPs (H&W) acted negligently by failing to Yes IRS
appeal docketed, No. 13-1241 (D.C. Cir. include in gross income foreign earnings from W’s work as
Aug. 15, 2013) flight attendant abroad
Schuller v. Comm’, T.C. Memo. 2012-347 6662(b)(2) — TP substantially understated income tax by Yes IRS
failing to include in gross income amounts from pension and
annuity income
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Table 1: Accuracy-Related Penalty Under IRC § 6662(b)(1) and (2)

Appendices

Case Citation Issue(s) Pro Se | Decision
Smith-Hendricks v. Comm’, T.C. Summ. Op. | 6662(b)(1) — TP acted negligently by relying on a tax pre- Yes IRS
2013-22 parer who was not a competent professional and failing to
review the returns before signing and filing them
Smoker v. Comm’, T.C. Memo. 2013-56 6662(b)(1) — TP acted negligently by claiming deduction for | No IRS
accrued but unpaid mortgage interest
Snow v. Comm’, T.C. Memo. 2013-114 6662(b)(2) — TP substantially understated income tax by Yes IRS
failing to include in income gross receipts from performance
as a musician and gain from sale of securities
Thomas v. Comm’, T.C. Memo. 2013-60 6662(b)(2) — TPs (H&W) acted with reasonable cause and in | Yes TP
good faith in reliance on professional advice from a compe-
tent professional
Todd v. Comm’r, 486 F. App’x 423 (5th Cir. 6662(b) (2) — TPs (H&W) failed to include in gross income a | No IRS
2012) aff’g T.C. Memo. 2011-123 purported loan from his employee benefit fund; TPs failed to
establish reasonable reliance on competent tax professional
who prepared their return, absent any evidence they had val-
idly relied on CPA’'s advice
Tsai v. Comm’, T.C. Summ. Op. 2013-26 6662(b)(1) — TP acted with reasonable cause and in good Yes TP
faith; honest misunderstanding of the tax code led to
underpayment
Ung v. Comm’, T.C. Memo. 2013-126 6662(b)(2) — TP substantially understated income tax and Yes IRS
failed to provide tax preparer with all required documents and
failed to review tax return before submission
Van Der Lee v. Comm’, 501 F. App’x 30 (2d | 6662(b)(1) — TPs (H&W) acted negligently by failing to pro- No IRS
Cir. 2012), aff’g T.C. Memo. 2011-234 vide necessary and accurate information to tax professional
for claimed charitable contributions; TPs failed to substanti-
ate deductions
Weaver v. Comm’, T.C. Summ. Op. 2012-52 | 6662(b)(2) — TPs (H&W) substantially understated income Yes IRS
tax and did not provide tax preparer with all required
documents
Yates v. Comm’, T.C. Memo. 2013-28, 6662(b)(2) — TPs (H&W) substantially understated income Yes IRS
appeal docketed, No. 13-1833 (4th Cir. July | tax by failing to substantiate deduction for sale of like kind
2,2013) property
Zdunek v. Comm’, T.C. Summ. Op. 2013-13 | 6662(b)(1) — TP acted negligently by failing to properly com- | Yes IRS
pute mortgage interest deduction
Business Taxpayers (Corporations, Partnerships, Trusts, & Sole Proprietorships — Schedules C, E, F)
ACM Environmental Services, Inc. v. Comm', | 6662(b)(2) — TPs (H&W) substantially understated income Yes IRS
T.C. Memo. 2012-335 tax by failing to include in gross income qualified dividends
from corporation
Adams v. Comm’, T.C. Memo. 2013-92 6662(b) (2) — TP substantially understated income tax by Yes IRS
failing to substantiate deductions for business expenses and
travel and meals expenses on Schedule C
Antonious v. Comm’, T.C. Summ. Op. 2012- | 6662(b)(1) — TP acted negligently by failing to substantiate Yes IRS
98 deduction for rental expense on Schedule E
Aries Communications Inc. v. Comm’, T.C. 6662(b) (2) — TP substantially understated income tax by No IRS
Memo. 2013-97 failing to substantiate deduction for compensation expense
and failed to show reasonable reliance on a tax professional
Barnes v. Comm’, 712 F.3d 581 (D.C. Cir. 6662(b)(2) — TPs (H&W) substantially understated income No IRS

2013)

tax by failing to include in gross income the proper amount of
losses for the first year of their S Corporation
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Table 1: Accuracy-Related Penalty Under IRC § 6662(b)(1) and (2)

Case Citation Issue(s) Pro Se | Decision
Barnes Group, Inc. v. Comm’r, T.C. Memo. 6662(b) (2) — TP substantially understated income tax by No IRS
2013-109 failing to include in gross income proceeds from transactions
with subsidiaries; TP failed to show reasonable reliance on a
competent tax professional
Bauer v. Comm’, T.C. Memo. 2012-156 6662(b)(1) — TP acted with reasonable cause and in good No TP
faith in underpayment of tax as evidenced through substan-
tiation of disallowed deductions on Schedule C
Benson v. Comm’, T.C. Summ. Op. 2012-87 | 6662(b)(1) — TP acted with reasonable cause and in good Yes TP
faith and lacked business acumen required to understand
tax code
Bernstine v. Comm’, T.C. Summ. Op. 2013- | 6662(b)(1) — TP acted negligently by failing to substanti- Yes IRS
19 ate deductions for travel, meals, entertainment, and other
expenses
Bramlett v. Comm’r, T.C. Summ. Op. 2012- 6662(b)(1) — TP acted with reasonable cause and in good Yes TP
73 faith; honest misunderstanding of the tax code led to
underpayment
Carmickle v. Comm’, T.C. Summ. Op. 2012- | 6662(b)(1) — TPs (H&W) acted negligently by failing to sub- Yes IRS
60 stantiate deductions for lost rent and expenses for home
office
Castillo v. Comm’, T.C. Memo. 2013-72 6662(b)(1) — TP acted negligently by failing to substantiate No IRS
deduction for depreciable business assets and failed to pro-
vide necessary and accurate information to tax professional
Chambers v. Comm’, T.C. Summ. Op. 2012- | 6662(b)(1) & (2) — TPs (H&W) acted with reasonable cause | Yes TP
91 and in good faith in believing H materially participated in real
estate activities
Chandler v. Comm’r, 481 F. App’x 400 (9th 6662(b)(1) — TP negligent for failing to keep adequate Yes IRS
Cir. 2012), aff’g T.C. Memo. 2010-92 books and records
Chemtech Royalty Assocs. v. U.S., 111 6662(b)(1) & (2) — TP negligent in attempt to comply with No IRS
A.ET.R.2d (RIA) 953 (M.D. La. 2013) provisions of the tax code because TP’s transactions and
partnerships lacked economic substance; failed to establish
substantial authority for position taken on tax return
Chrush v. Comm’, T.C. Memo. 2012-299 6662(b)(2) — TP did not show reasonable cause or good Yes IRS
faith
Cook v. Comm', T.C. Memo. 2012-167 6662(b)(1) & (2) — TP acted with reasonable cause and in Yes Split
good faith in relying on tax preparer for commission expense;
however, not in regards to other Schedule C expenses
Curcio v. Comm’r, 689 F.3d 217 (2d Cir. 6662(b)(1) & (2) — TPs negligent in attempting to comply No IRS
2012), aff’g T.C. Memo. 2010-115 with provisions of the tax code and failed to establish good
faith reliance on a competent tax professional
Cvancara v. Comm', T.C. Memo. 2013-20 6662(b)(1) & (2) — TPs (H&W) negligent for failing to keep Yes IRS
adequate books and records and substantially understated
income
Deutsch v. Comm', T.C. Memo. 2012-318 6662(b)(2) — TP substantially understated income and failed | No IRS
to establish tax preparer was a competent professional
DiDonato v. Comm’, T.C. Memo. 2013-11 6662(b)(2) — TPs (H&W) substantially understated income No IRS
and failed to establish substantial authority for position
taken on tax return; adequate disclosure of facts not sup-
ported by the record; failed to establish good faith reliance
on the advice of tax professional
Dodds v. Comm’, T.C. Memo. 2013-76 6662(b)(2) — TP substantially understated income and failed | No IRS
to establish reasonable cause and good faith effort to com-
ply with tax code
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Table 1: Accuracy-Related Penalty Under IRC § 6662(b)(1) and (2)

Case Citation
Dyer v. Comm’, T.C. Memo. 2012-224

Evans v. Comm’, T.C. Summ. Op. 2012-125

Fein v. Comm’, 504 F. App’x 41 (2d Cir.
2012), aff’g T.C. Memo. 2011-142

Fitch v. Comm’, T.C. Memo. 2012-358

Foster v. Comm, T.C. Memo. 2012-207

G.D. Parker, Inc. v. Comm’r, T.C. Memo.
2012-327

Gail Vento, LLC v. U.S., 111 A.ET.R.2d (RIA)
1505 (D.V.I. 2013)

Garcia v. Comm’r, T.C. Summ. Op. 2012-
107

Garcia v. Comm’r, T.C. Summ. Op. 2013-28

Gassaway v. Comm’, T.C. Memo. 2013-13,
appeal docketed, No. 13-60289 (5th Cir.
May 1, 2013)

Gerdau Macsteel, Inc. v. Comm’r, 139 T.C.
67 (2012), appeal docketed, No. 13-60132
(5th Cir. Mar. 4, 2013)

Ghilardi v. Comm’, T.C. Summ. Op. 2013-15

Gigliobianco v. Comm’, T.C. Memo. 2012-
276

Gomar v. Comm’, T.C. Memo. 2013-95

Gorokhovsky v. Comm’, T.C. Memo. 2012-
206, appeal docketed, No. 13-1110 (7th
Cir. Jan. 16, 2013)

Gorokhovsky v. Comm’, T.C. Memo. 2013-
65

Griggs v. Comm’, T.C. Memo. 2013-2

Guy v. Comm’, T.C. Memo. 2013-103

Issue(s)

6662(b)(2) — TP substantially understated income and
failed to establish good faith reliance on the advice of tax
professional

6662(b)(1) — TP substantially understated income and did
not argue that reasonable cause applies

6662(b)(1) — TPs (H&W) negligent for failing to keep
adequate books and records; failed to establish reasonable
cause

6662(b)(1) — TPs (H&W) failed to act with reasonable cause
and in good faith as H’s brain aneurysm did not support find-
ing of reasonable cause

6662(b)(2) — TPs (H&W) failed to establish reasonable
cause and failed to seek professional tax advice

6662(b)(1) & (2) — TP negligent for failing to keep adequate
books and records to substantiate business deductions;
however, TP relied in good faith on competent tax profes-
sional with respect to disallowed capital loss

6662(b)(1) — TP failed to provide necessary and accurate
information to tax professional

6662(b)(1) & (2) — TP substantially understated income and
failed to provide accurate and necessary information to tax
professional

6662(b)(1) & (2) — TP acted with reasonable cause and in
good faith; honest misunderstanding of the tax code led to
underpayment

6662(b)(2) — TP substantially understated income and did
not argue that reasonable cause or good faith applies

6662(b)(1) & (2) — TP negligent in attempt to comply with
provisions of the tax code and substantially understated
income

6662(b)(1) & (2) — TPs (H&W) substantially understated
income and failed to show reasonable effort to determine
the proper tax treatment of rental real estate losses

6662(b)(1) & (2) — TPs (H&W) failed to substantiate deduc-
tions and failed to establish reasonable cause or good faith

6662(b)(2) — TP substantially understated income and did
not show reasonable cause or good faith

6662(b)(1) & (2) — TP negligent for failing to keep adequate
books and records and substantially understated income

6662(b)(1) & (2) — TP offered no reasonable cause and
failed to establish good faith reliance on the advice of tax
professional

6662(b)(1) — TP negligent for failing to keep adequate
books and records; TP offered no reasonable cause or good
faith

6662(b)(1) — TPs (H&W) acted negligently in deducting
certain business expenses, while not negligent in deducting
others; no substantial underpayment of tax existed in some
of the tax years where court allowed deductions
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Appendices

Table 1: Accuracy-Related Penalty Under IRC § 6662(b)(1) and (2)

Case Citation Issue(s) Pro Se | Decision
H & M, Inc. v. Comm’, T.C. Memo. 2012- 6662(b)(1) & (2) — TP negligent in attempt to comply with No Split
290 provisions of the tax code; negligent for failing to keep
adequate books and records; no penalty for substantial
understatement of income because understatement of
income tax will not exceed $10,000
Heinbockel v. Comm’, T.C. Memo. 2013- 6662(b)(1) — TPs (H&W) negligent for failing to keep No IRS
125 adequate books and records; failed to establish reasonable
reliance on a competent tax professional
Holmes v. Comm’, T.C. Memo. 2012-251, 6662(b)(2) — TP failed to establish reasonable cause or No IRS
appeal docketed, No. 13-71034 (9th Cir. good faith; failed to establish reasonable reliance on a com-
Mar. 25, 2013) petent tax professional
Hoskins v. Comm’, T.C. Memo. 2013-36 6662(b)(2) — TPs (H&W) offered no reasonable cause or No IRS
good faith argument
Hudzik v. Comm’, T.C. Summ. Op. 2013-4 6662(b)(2) — TPs (H&W) failed to establish reasonable No IRS
cause and good faith attempt to comply with tax code; sub-
stantially understated income
Humphrey, Farrington & McClain, PC. v. 6662(b)(2) — TP acted with reasonable cause and in good No TP
Comm’r, T.C. Memo. 2013-23 faith in relying on a competent tax professional
Johnson v. Comm’, T.C. Memo. 2012-231 6662(b)(2) — TPs (H&W) offered no reasonable cause or No IRS
good faith argument
Johnson v. Comm’, T.C. Memo. 2013-90 6662(b)(2) — TP offered no reasonable cause or good faith Yes IRS
argument
Kaufman v. Comm’r, T.C. Summ. Op. 2012- | 6662(b)(1) — TPs (H&W) negligent in attempting to comply Yes IRS
100 with provisions of the tax code; failed to establish reason-
able cause or good faith
Kazhukauskas v. Comm’, T.C. Memo. 2012- | 6662(b)(2) — TPs (H&W) substantially understated income Yes IRS
191 and failed to show a reasonable attempt to determine accu-
rate tax liability
Kerstetter v. Comm’, T.C. Memo. 2012-239 | 6662(b)(1) & (2) — TPs (H&W) negligent for failing to keep Yes IRS
adequate books and records and substantially understated
income
Kim v. Comm’, T.C. Memo. 2013-5, appeal | 6662(b)(2) — TPs (H&W) substantially understated income No IRS
docketed, No. 13-3452 (3d Cir. Aug. 14, and failed to establish reasonable reliance on a competent
2013) tax professional
Kohn v. Comm’, T.C. Summ. Op. 2012-86 6662(b)(1) — TP negligent for failing to keep adequate Yes IRS
books and records; failed to establish reasonable cause
Kutney v. Comm’, T.C. Summ. Op. 2012- 6662(b)(1) & (2) — TPs (H&W) offered no reasonable cause | Yes IRS
120 or good faith argument
Lee v. Comm’, T.C. Summ. Op. 2012-51 6662(b)(2) — TPs (H&W) substantially understated income Yes IRS
and failed to establish reasonable reliance on a competent
tax professional; failed to provide necessary and accurate
information to tax professional
Longino v. Comm’, T.C. Memo. 2013-80 6662(b)(1) — TP negligent in preparing return, maintaining Yes IRS
records and distinguishing personal expenses from business
expenses; offered no reasonable cause argument
Maguire v. Comm’, T.C. Memo. 2012-160 6662(b)(1) — TPs (H&W) negligent for failing to keep ade- No IRS
quate books and records
Martell v. Comm’, T.C. Memo. 2013-115 6662(b)(1) & (2) — TPs (H&W) substantially understated No IRS
income and did not argue that reasonable cause applies
Martin v. Comm’, T.C. Summ. Op. 2013-1 6662(b)(1) — TPs (H&W) negligent for failing to keep ade- Yes IRS
quate books and records
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Table 1: Accuracy-Related Penalty Under IRC § 6662(b)(1) and (2)

Case Citation

Mawji v. Comm’, T.C. Memo. 2013-108,
appeal docketed, No. 13-13194 (11th Cir.
July 15, 2013)

McCormack v. Comm’, T.C. Summ. Op.
20139

McMillan v. Comm’, T.C. Memo. 2013-40,
appeal docketed, No. 13-73139 (9th Cir.
Sept. 9, 2013)

McPartland v. Comm’, T.C. Summ. Op.
2012-88
Mears v. Comm’r, T.C. Memo. 2013-52

Meinhardt v. Comm’, T.C. Memo. 2013-85,
appeal docketed, No. 13-2924 (8th Cir.
Aug. 29, 2013)

Mills v. Comm’r, T.C. Memo. 2013-4
Mistlebauer v. Comm’, T.C. Memo. 2012-
186

Morris v. Comm’, T.C. Summ. Op. 2012-96

Moses v. Comm’, T.C. Summ. Op. 2012-
118

Murray v. Comm’, T.C. Summ. Op. 2012-66

Niv v. Comm’, T.C. Memo. 2013-82

Olekanma v. Comm’, T.C. Memo. 2013-31

Olive v. Comm’, 139 T.C. 19 (2012), appeal
docketed, No. 13-70510 (9th Cir. Feb. 11,
2013)

Padilla v. Comm’, T.C. Summ. Op. 2012-70

Parker v. Comm’, T.C. Memo. 2012-357

Pederson v. Comm', T.C. Memo. 2013-54

Issue(s)

6662(b)(1) — TPs (H&W) offered no reasonable cause or
good faith arguments

6662(b)(1) & (2) — TPs (H&W) failed to establish reasonable
reliance on a competent tax professional; failed to provide
necessary and accurate information to tax professional

6662(b)(1) & (2) — TP acted reasonably and in good faith in
attempting to ascertain the fair market value

6662(b)(2) — TP provided all documentation to tax preparer,
acted in good faith and reasonably relied on the advice of tax
preparer

6662(b)(1) & (2) — TP negligent in failing to seek profes-
sional tax advice

6662(b)(2) — TPs (H&W) acted with reasonable cause and in
good faith in relying on a competent tax professional

6662(b)(2) — TPs (H&W) failed to establish the tax preparer
was a competent professional

6662(b)(1) & (2) — TP substantially understated income and
was negligent for failing to keep adequate books and records

6662(b)(1) & (2) — TP substantially understated income and
failed to provide substantial authority or reasonable basis for
the position taken on tax returns

6662(b)(2) — TPs (H&W) substantially understated income
and failed to establish good faith reliance on advice of tax
professional

6662(b)(1) — TPs (H&W) negligent for failing to keep
adequate books and records; negligent in distinguishing per-
sonal expenses from business expenses

6662(b)(2) — TP failed to establish reasonable cause by
arguing that a learning disability affects TP’s ability to rec-
ognize his responsibilities; TP provided no verification to
self-diagnosis

6662(b)(2) — TP failed to provide necessary and accurate
information to tax professional

6662(b)(1) & (2) — TP negligent for failing to keep adequate
books and records and substantially understated income;
however, no accuracy penalties apply to portion of underpay-
ments that would not have resulted if TP been allowed to
deduct expenses for a medical marijuana dispensary, which
was unsettled law at the time TP filed his returns

6662(b)(1) & (2) — TPs (H&W) offered no reasonable cause
or good faith arguments

6662(b)(1) & (2) — TPs (H&W) failed to establish good faith
reliance on the advice of tax professional

6662(b)(2) — TPs (H&W) failed to provide substantial author-
ity or reasonable basis for the position taken on tax returns;
failed to establish reasonable reliance on the advice of tax
professionals or opinion letter
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Appendices

Table 1: Accuracy-Related Penalty Under IRC § 6662(b)(1) and (2)

Case Citation Issue(s) Pro Se | Decision
Peries v. Comm’r, T.C. Summ. Op. 2012-84 | 6662(b)(1) — TPs (H&W) failed to offer reasonable cause or | Yes IRS
good faith arguments
Perry v. Comm’, T.C. Memo. 2012-237 6662(b)(2) — TR a CPA and former IRS revenue agent, No IRS
showed no care in preparation of tax return and offered no
reasonable cause or good faith arguments
Posluns v. Comm’, T.C. Memo. 2012-332 6662(b)(1) — TP failed to seek professional tax advice; neg- | Yes IRS
ligent for failing to keep adequate books and records
Powers v. Comm’, T.C. Memo. 2013-134 6662(b)(1) & (2) — TPs (H&W) alleged 44 years of tax com- | Yes IRS
pliance is insufficient standing alone to overcome accuracy
penalties; TPs offered no reasonable cause; negligent in
keeping adequate books and records
Rasmussen v. Comm’, T.C. Memo. 2012- 6662(b)(1) & (2) — TPs (H&W) negligent in attempt to com- Yes IRS
353, appeal docketed, No. 13-2787 (8th ply with provisions of the tax code
Cir. Aug. 13, 2013)
Rawls Trading, L.R. v. Comm’, T.C. Memo. 6662(b)(2) — TP acted with reasonable cause and in good No TP
2012-340 faith in relying on a competent tax professional
Reiff v. Comm’, T.C. Summ. Op. 2013-40 6662(b)(1) — TPs (H&W) negligent for failure to keep Yes IRS
adequate books and records; failed to seek professional tax
advice
Robinson v. Comm’, 487 F. App’x 751 (3d 6662(b)(2) — TPs (H&W) substantially understated income Yes IRS
Cir. 2012), aff’g T.C. Memo. 2011-99 and failed to establish reasonable cause
Rodriguez v. Comm’, T.C. Memo. 2012-286, | 6662(b)(2) — TPs (H&W) substantially understated income Yes IRS
appeal docketed, No. 13-1966 (4th Cir. and failed to provide substantial authority or reasonable
Aug. 1, 2013) basis for the position taken on tax return; adequate disclo-
sure of facts not supported by the record
Romanowski v. Comm’, T.C. Memo. 2013- 6662(b)(2) — TPs (H&W) acted with reasonable cause and in | No TP
55 good faith in relying on a competent tax professional
Sad v. Comm’, T.C. Memo. 2012-348 6662(b) (2) — TP substantially understated income tax by No IRS
failing to substantiate deduction for payments made from
bank account of wholly-owned S corporation
SAS Inv. Partners v. Comm’, T.C. Memo. 6662(b)(1) & (2) — TP failed to establish reasonable reli- No IRS
2012-159 ance on the advice of tax professionals or opinion letter
Specks v. Comm’, T.C. Memo. 2012-343 6662(b)(1) & (2) — TPs (H&W) substantially understated Yes IRS
income and failed to establish tax preparer was a competent
professional
Striefel v. Comm’, T.C. Memo. 2013-102 6662(b)(1) — TP negligent for intentionally destroying busi- No IRS
ness records because he had been told he would die soon
and did not think the records were needed anymore
Thomas v. Comm’, T.C. Summ. Op. 2013-5 | 6662(b)(2) — TP acted with reasonable cause and in good Yes TP
faith in stating casualty loss on rental property damaged by
Hurricane Katrina
Thousand Oaks Residential Care Home |, 6662(b)(1) & (2) — TPs failed to establish reasonable No Split
Inc. v. Comm’, T.C. Memo. 2013-10 reliance on advice from tax professional in regards to unrea-
sonable compensation paid to purported employee; however,
TPs did reasonably rely on advice from a competent tax pro-
fessional with respect to employment plan contributions
Tinney v. Comm’, T.C. Memo. 2013-91 6662(b)(1) & (2) — TPs (H&W) negligent for failing to keep Yes IRS
adequate books and records
Ugwuala v. Comm’, T.C. Memo. 2013-105 6662(b)(2) — TPs (H&W) failed to establish tax preparer was | No IRS
a competent professional; TPs found to be well educated
with business experience
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Table 1: Accuracy-Related Penalty Under IRC § 6662(b)(1) and (2)

Case Citation
Verrett v. Comm’, T.C. Memo. 2012-223

Vlach v. Comm’, T.C. Memo. 2013-116

Wade v. Comm’, T.C. Summ. Op. 2012-85

Wagoner v. Comm’, T.C. Summ. Op. 2013-
14

Wallach v. Comm’, T.C. Summ. Op. 2012-
94

Welch v. Comm’, T.C. Memo. 2012-179

Westrich v. Comm’, T.C. Summ. Op. 2013-
35

Winnett v. Comm’, T.C. Summ. Op. 2013-25

Issue(s)

6662(b)(1) & (2) — TPs (H&W) substantially understated
income and failed to establish reasonable cause and good
faith attempt to comply with tax code

6662(b)(1) & (2) — TPs (H&W) did not make a reasonable
attempt to comply with tax laws for business trusts; however,
TPs acted with reasonable cause and in good faith with
respect to alternative medicine income and expenses

6662(b)(2) — TP substantially understated income and did
not argue that reasonable cause applies

6662(b)(1) — TP negligent in failing to keep adequate books
and records; negligent in attempt to comply with provisions
of the tax code

6662(b)(1) — TPs (H&W) negligent in failing to keep ade-
quate books and records; offered no reasonable cause or
good faith arguments

6662(b)(1) & (2) — TPs (H&W) negligent in failing to keep
adequate books and records; failed to provide necessary and
accurate information to tax professional; failed to establish
reasonable reliance on a competent tax professional

6662(b)(1) & (2) — TP substantially understated income and
did not argue that reasonable cause applies; negligent for
failing to keep adequate books and records

6662(b)(1) & (2) — TPs (H&W) substantially understated
income and did not argue that reasonable cause applies;
negligent for failing to keep adequate books and records
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Appendices

Table 2:

Trade or Business Expenses Under IRC § 162 and

Related Sections

Case Citation Issue(s) Pro Se | Decision
Individual Taxpayers (But Not Sole Proprietorships)
Barnett v. Comm?, T.C. Summ. Op. 2012- Deduction denied for failure to substantiate unreimbursed Yes IRS
109 employee vehicle expenses
Brown v. Comm’, T.C. Summ. Op. 2013-21 | Deduction denied for failure to substantiate unreimbursed Yes IRS
employee vehicle expenses
Burke v. Comm’, T.C. Summ. Op. 2012-123 | Deduction denied for failure to substantiate vehicle expens- Yes IRS
es, meals and entertainment expenses; deduction denied for
gambling losses for failure to substantiate
Daniel-Berhe v. Comm’, T.C. Summ. Op. Deduction denied for failure to substantiate unreimbursed Yes IRS
2013-33 employee vehicle expenses; deduction denied for park-
ing expenses and overnight travel because expenses were
personal
Harris v. Comm’, T.C. Memo. 2012-312 Deduction denied for failure to substantiate unreimbursed Yes IRS
employee expenses for lodging, meals and vehicle mileage
Newell v. Comm’, T.C. Summ. Op. 2012-57 | Deduction denied for expenses related to moving because No IRS
the expenses were personal
Noz v. Comm’, T.C. Memo. 2012-272 Deduction denied for failure to meet § 274 substantiation No IRS
guidelines for travel, meals and entertainment expenses;
deduction denied for computer-related equipment; deduction
for internet service denied for failure to substantiate and
insufficient evidence to use Cohan; travel denied because
expense was personal
Posluns v. Comm’, T.C. Memo. 2012-332 Deduction denied for failure to substantiate unreimbursed Yes IRS
employee vehicle expenses
Saunders v. Comm’, T.C. Memo. 2012-200 | Deduction denied for unreimbursed employee expenses Yes IRS
because commuting was a personal expense
Smith-Hendricks v. Comm’, T.C. Summ. Op. | Deduction denied for failure to meet § 274 substantiation Yes IRS
2013-22 guidelines for unreimbursed employee expenses; deduction
denied for failure to substantiate and insufficient evidence to
use Cohan
Stidham v. Comm’, T.C. Summ. Op. 2012- Deduction allowed to the extent substantiated for Yes Split
61 vehicle expenses; deduction denied for travel, meals and
entertainment expenses for failure to show eligibility for
employer reimbursement
Business Taxpayers (Corporations, Partnerships, Trusts, and Sole Proprietorships — Schedule C, E, F)
Abarca v. Comm’, T.C. Memo. 2012-245 Deduction denied for vehicle rental expenses for failure to Yes IRS
prove ordinary and necessary in business
Adams v. Comm’, T.C. Memo. 2013-7 Deduction allowed for licensure expense since it was neces- | No Split
sary and ordinary; deduction denied for failure to meet § 274
substantiation guidelines for travel, meals and entertainment
expenses; deduction denied for failure to substantiate utility
expenses
Adams v. Comm’, T.C. Memo. 2013-92 Deduction denied for failure to meet § 274 substantiation Yes IRS
requirements for vehicle, meals and entertainment expenses;
deduction denied for legal expenses because they were per-
sonal; deduction denied for insurance expenses for failure to
prove ordinary and necessary in business
Arguello v. Comm’, T.C. Summ. Op. 2012- Deduction denied for bad debt expense for failure to prove Yes IRS
99 ordinary and necessary in business
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Table 2: Trade or Business Expenses Under IRC § 162 and Related Sections

Case Citation

Aries Commc’ns, Inc. v. Comm’r, T.C. Memao.
201397

Ash Grove Cement Co. v. U.S., 111
A.FT.R.2d (RIA) 767 (D. Kan. 2013), appeal
docketed, No. 13-3058 (10th Cir. Mar. 7,
2013)

Barocas v. Comm’, T.C. Memo. 2013-106

Bauer v. Comm’, T.C. Memo. 2012-156
Beirne v. Comm’, T.C. Summ. Op. 2013-2

Benson v. Comm’, T.C. Summ. Op. 2012-87

Bentley v. Comm', T.C. Memo. 2012-294

Bernstine v. Comm’, T.C. Summ. Op. 2013-
19

Bigdeli v. Comm’, T.C. Memo. 2013-148

Bramlett v. Comm’, T.C. Summ. Op. 2012-
73

Carmickle v. Comm’, T.C. Summ. Op. 2012-
60

Cavanaugh v. Comm’, T.C. Memo. 2012-
324

Cheng v. Comm’, T.C. Summ. Op. 2012-102

Christine v. Comm’r, 475 F. App’x 259 (9th
Cir. 2012), aff’g T.C. Memo 2010-144

Chrush v. Comm, T.C. Memo. 2012-299

Consol. Edison Co. of NY, Inc., v. U.S., 703
F.3d 1367 (Fed. Cir. 2013), rev’g 90 Fed.
Cl. 228 (2009)

Cox v. Comm’, T.C. Memo. 2013-75

Cunningham v. Comm’, T.C. Summ. Op.
2013-27

Curcio v. Comm’, 689 F.3d 217 (2d Cir.
2012) aff’g T.C. Memo. 2010-115, cert.
denied, 133 S.Ct. 2826 (2013)

Cvancara v. Comm’, T.C. Memo. 2013-20

‘ Issue(s)

Deduction allowed to the extent substantiated for claimed
compensation expense

Deduction denied for litigation expenses for failure to prove
ordinary and necessary in business; deduction denied for
non-deductible capital expenses under § 263

Deduction denied for vehicle expense for failure to meet
§ 274 substantiation requirements

Deduction allowed under Cohan for contract labor expense

Deduction denied for failure to demonstrate carrying on a
business under § 183

Deduction denied for failure to demonstrate engaged in busi-
ness for profit under § 183

Deduction denied for utility expenses for failure to prove ordi-
nary and necessary in business

Deduction allowed to extent substantiated for business
supplies; deduction denied for failure to meet § 274 sub-
stantiation requirements for travel, meals and entertainment
expenses; deduction denied for books because this expense
was personal

Deduction denied for vehicles because these expenses were
personal; deduction denied for insurance expense for failure
to substantiate

Deduction denied for failure to prove ordinary and necessary
in business; deduction denied for airport hangar business
because expense was personal

Deduction denied for failure to substantiate expenses related
to home office; TP’s testimony not accepted as credible

Deduction denied for payment of legal fees because the
expense was personal

Deduction denied for failure to substantiate bad debt
expense; TP’s testimony not accepted as credible

Deduction denied for failure to meet § 274 substantiation
requirements for travel expenses; deduction denied for fail-
ure to substantiate home office expenses

Deduction denied for failure to substantiate business use of
home; TP’s testimony not accepted as credible

Deductions denied for expenses related to leveraged lease
transaction for failure to prove ordinary and necessary in
business and because underlying transaction lacked eco-
nomic substance

Deduction denied for failure to substantiate expenses for
purportedly stolen property

Deductions denied for failure to demonstrate carrying on a
business under § 183

Deduction denied for contributions to a life insurance policy
for failure to prove ordinary and necessary in the course of
business; deduction denied because expense was personal

Deduction denied for failure to meet § 274 substantiation
requirements for travel, meals and entertainment expenses;
deduction allowed under Cohan for general business
expenses
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Table 2: Trade or Business Expenses Under IRC § 162 and Related Sections

Case Citation
DeLima v. Comm’, T.C. Memo. 2012-291

DiDonato v. Comm’, T.C. Memo. 2013-11

DKD Enters. v. Comm’, 685 F.3d 730 (8th
Cir. 2012), aff’g T.C. Memo. 2011-29

Dodds v. Comm’, T.C. Memo. 2013-76

Dyer v. Comm’, T.C. Memo. 2012-224

Efron v. Comm’, T.C. Memo. 2012-338

Evans v. Comm’, T.C. Summ. Op. 2012-125

Evans v. Comm’, 507 F. App’x 645 (9th Cir.
2013), aff’g T.C. Memo 2010-199, petition
for cert. filed, No. 13-366 (July 22, 2013)

Fein v. Comm’, 504 F. App’x 41 (2d Cir.
2012), aff’g T.C. Memo 2011-142, cert.
denied, 82 U.S.L.W. 3068 (2013)

Fitch v. Comm’, T.C. Memo. 2012-358

Foster v. Comm’, T.C. Memo. 2012-207

G.D. Parker, Inc. v. Comm’, T.C. Memo.
2012-327

Garcia v. Comm’, T.C. Summ. Op. 2012-
107

Garcia v. Comm’, T.C. Summ. Op. 2013-28

Gerdau Macsteel, Inc. v. Comm’r, 139 T.C.
67 (2012), appeal docketed, No. 13-60132
(5th Cir. Mar. 4, 2013)

Gigliobianco v. Comm’r, T.C. Memo. 2012-
276

Gomar v. Comm’, T.C. Memo. 2013-95

Gorokhovsky v. Comm’, T.C. Memo. 2012-
206

‘ Issue(s)

Deduction denied for failure to meet § 274 substantiation
requirements for vehicle, travel, meals and entertainment
expenses; deduction denied for rent because the expense
was personal

Deduction denied for firearm expense for failure to prove
ordinary and necessary in business; deduction denied for
failure to demonstrate a profit objective under § 183

Deduction denied because cat breeding activity not engaged
in business for profit under § 183

Deduction denied because horse breeding activity not
engaged in business for profit under § 183

Deduction denied for failure to meet § 274 substantia-
tion requirements for vehicle expenses; TP’s testimony not
accepted as credible

Deduction allowed to the extent substantiated for cellular
phone expenses; deduction denied for failure to meet § 274
substantiation requirements for vehicle expenses

Deduction denied for failure to demonstrate carrying on a
business under § 183

Deduction denied for failure to substantiate entitlement to
claimed business expenses

Deduction denied for failure to substantiate general business
expenses; deduction denied for failure to prove ordinary and
necessary in business

Deduction allowed for expense related to rental property as
an ordinary and necessary business expense; deduction
for meals denied for failure to meet § 274 substantiation
requirement

Deduction allowed for rental payments as ordinary and nec-
essary business expenses; deduction denied for failure to
demonstrate a profit objective under § 183

Deduction allowed for contract labor and legal fees as ordi-
nary and necessary business expenses; deduction denied for
yacht expenses because they were personal

Deduction denied for failure to substantiate expenses related
to roofing business

Deduction allowed for utility and repair expenses as ordi-
nary and necessary business expenses; deduction denied
for failure to meet § 274 substantiation requirements for
vehicle expense; deduction denied for legal fees for failure to
substantiate

Deduction denied for consulting fees, legal fees and
appraisal fees for failure to prove ordinary and necessary in
business

Deduction denied for failure to substantiate business
expenses for aircraft, fuel and meals; deduction denied for
failure to prove ordinary and necessary in business

Deduction denied for failure to substantiate deduction for
business expenses beyond that already allowed by IRS

Deduction denied for failure to substantiate legal and profes-
sional expenses; insufficient evidence to use Cohan
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Table 2: Trade or Business Expenses Under IRC § 162 and Related Sections

Case Citation

Gorokhovsky v. Comm’, T.C. Memo. 2013-
65

Guy v. Comm, T.C. Memo. 2013-103

H & M, Inc. v. Comm’r, T.C. Memo. 2012-
290

Heinbockel v. Comm’, T.C. Memo. 2013-
125

Herbert v. Comm’, T.C. Summ. Op. 2012-
124

HIE Holdings, Inc. v. Comm’, 111 A.FT.R.2d
(RIA) 1543 (9th Cir. 2013), aff’g T.C. Memo
2009-130

Hoskins v. Comm’, T.C. Memo. 2013-36

Humphrey, Farrington & McClain, RC. v.
Comm’r, T.C. Memo. 2013-23

Jafarpour v. Comm’, T.C. Memo. 2012-165

Jenkins v. Comm’, T.C. Memo. 2012-283

Johnson v. Comm’, T.C. Memo. 2012-231

Johnson v. Comm’, T.C. Memo. 2013-90

Jones v. Comm’, T.C. Memo. 2013-132

K & K Veterinary Supply, Inc. v. Comm’, T.C.
Memo. 2013-84

Kanofsky v. Comm’, 111 A.ET.R.2d (RIA)
1539 (3d Cir. 2013), aff’g T.C. Docket No.
3774-11 (April 30, 2012)

Kaufman v. Comm’, T.C. Summ. Op. 2012-
100

Kazhukauskas v. Comm’, T.C. Memo. 2012-
191

Kerstetter v. Comm’, T.C. Memo. 2012-239

‘ Issue(s)

Deduction allowed to extent substantiated for travel expens-
es; deduction denied for business use of residence for
failure to substantiate; deduction denied for travel because
expense was personal

Deduction allowed to the extent substantiated for legal
fees; deduction denied for partial legal fees for failure to
substantiate

Deduction allowed for insurance premium expenses to the

extent substantiated; deduction denied for failure to meet

§ 274 substantiation requirements for travel expenses and
truck depreciation

Deduction allowed for interest and taxes paid in relation to
personal shopping business to the extent substantiated;
deduction denied for failure to demonstrate a profit objective
under § 183

Deduction denied for failure to substantiate fuel, repair and
rent expenses; insufficient evidence to use Cohan

Deduction denied because legal fees were personal

Deduction denied for failure to demonstrate carrying on a
business under § 183

Deduction denied for legal fees for failure to prove ordinary
and necessary in business

Deduction denied for failure to demonstrate carrying on
a business under § 183; deduction denied because not
engaged in business for profit under § 183

Deduction denied for failure to prove business purpose since
expenses were personal

Deduction denied for drag racing activity because not
engaged in business for profit under § 183; deduction
denied because expense was personal

Deduction denied for business use of home for failure to
substantiate; deduction denied for failure to meet § 274
substantiation requirements for travel, meal and entertain-
ment expenses

Deduction allowed for certain marketing and licensure fees;
deduction denied for failure to meet § 274 substantiation
requirement for vehicle, meal and entertainment expenses

Deduction allowed for rent and compensation expenses to
the extent substantiated; deduction denied for compensation
expense to corporate executives for failure to show ordinary
and necessary in business

Deduction denied for failure to demonstrate expenses were
connected to an ordinary and necessary business purpose

Deduction denied for legal fees for failure to establish that
activity qualified as a trade or business within § 162(a)

Deduction denied for failure to show expenses were ordinary
and necessary in business

Deduction denied for business use of home for failure to
substantiate; expenses were personal in nature and TP’s tes-
timony not accepted as credible
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Appendices

Table 2: Trade or Business Expenses Under IRC § 162 and Related Sections

Case Citation

Kim v. Comm’ , T.C. Memo. 2013-5, appeal
docketed, No. 13-3052 (3rd Cir. Aug. 14,
2013)

Kohn v. Comm’, T.C. Summ. Op. 2012-86

Kutney v. Comm’r, T.C. Summ. Op. 2012-
120

Langley v. Comm’, T.C. Memo. 2013-22

Longino v. Comm’, T.C. Memo. 2013-80

MacGregor v. Comm’, 501 F. App’x 663
(9th Cir. 2012), aff’g T.C. Memo 2010-187

Martell v. Comm’, T.C. Memo. 2013-115

Martin v. Comm’, T.C. Summ. Op. 2013-1

McCormack v. Comm’, T.C. Summ. Op.
20139

McMillan v. Comm’, T.C. Memo. 2013-40

McPartland v. Comm’, T.C. Summ. Op.
2012-88

Mears v. Comm’, T.C. Memo. 2013-52

Meinhardt v. Comm’, T.C. Memo. 2013-85

Morris v Comm’, T.C. Summ. Op. 2012-96

Moses v. Comm’, T.C. Summ. Op. 2012-
118

Murray v. Comm’, T.C. Summ. Op. 2012-66

NA Gen. P’'ship v. Comm', T.C. Memo. 2012-
172

Natkunanathan v. Comm’, 479 F. App’X 775
(9th Cir. 2012), aff’g T.C. Memo 2010-15

‘ Issue(s)

Deduction denied for failure to meet § 274 substantiation
requirement for vehicle expenses

Deduction denied for failure to meet § 274 substantiation
requirement for travel expenses

Deduction denied for real estate activity for failure to dem-
onstrate a profit objective under § 183; deduction denied
because expense was personal

Deduction denied for rental real estate expense because it
was personal

Deduction allowed for utility and extermination expense in
personal residence to extent substantiated and held exclu-
sively for business purposes; deduction denied for failure to
meet § 274 substantiation requirements for vehicle expens-
es; deduction allowed to the extent substantiated for general
business expenses

Deduction denied for marketing expenses for failure to sub-
stantiate expenses; insufficient evidence to use Cohan

Deduction denied for unreimbursed employee business
expense for failure to prove eligibility for employer
reimbursement

Deduction allowed to extent substantiated for business use
of personal residence; deduction denied for failure to meet
§ 274 substantiation requirements for travel expenses

Deduction denied for failure to meet § 274 substantiation
requirements for vehicle expense; deduction denied because
it was personal expense

Deduction denied for failure to demonstrate a profit objective
under § 183; deduction denied for failure to substantiate
legal fees

Deduction denied for startup expenses for failure to demon-
strate carrying on a business under § 183

Deduction allowed for compensation expense to the extent
substantiated; deduction denied for legal and professional
expenses and depreciation expenses for failure to show ordi-
nary and necessary in business since expense was personal

Deduction denied for real estate rental activity because not
engaged in business for profit under § 183

Deduction allowed to the extent substantiated for vehicle and
travel expenses; deduction denied for failure to meet § 274
substantiation requirements for meals and entertainment
expenses

Deduction denied for failure to substantiate unreimbursed
employee expenses and other business expenses

Deduction denied for advertising and travel expenses for
failure to substantiate; deduction denied because expenses
were personal

Deduction allowed for interest payments from corporate TP to
its parent company to the extent substantiated

Deduction for advertising and home office expenses denied
for failure to substantiate; deduction denied for failure to
meet § 274 substantiation requirements for meals and
entertainment expenses
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Table 2: Trade or Business Expenses Under IRC § 162 and Related Sections

Case Citation
Niv v. Comm’, T.C. Memo. 2013-82

Olekanma v. Comm’, T.C. Memo. 2013-31

Olive v. Comm’, 139 T.C. 19 (2012), appeal
docketed, No. 13-70510 (9th Cir. Feb. 11,
2013)

Padilla v. Comm', T.C. Summ. Op. 2012-70

Park v. Comm’, T.C. Memo. 2012-279

Parker v. Comm’, T.C. Memo. 2012-357

Pederson v. Comm’, T.C. Memo. 2013-54

Peries v. Comm’, T.C. Summ. Op. 2012-84

Perry v. Comm’, T.C. Memo. 2012-237

Phillips v. Comm’, T.C. Memo. 2013-42

Rasmussen v. Comm’, T.C. Memo. 2012-
353, appeal docketed, No. 13-2787 (8th
Cir. Aug. 13, 2013)

Real v. Comm’, T.C. Summ. Op. 2012-104

Rehman v. Comm’, T.C. Memo. 2013-71

Reiff v. Comm’, T.C. Summ. Op. 2013-40

Repetto v. Comm’, T.C. Memo. 2012-168

Reynoso v. Comm’, T.C. Memo. 2013-25

Roberts v. Comm’, T.C. Memo. 2012-197

Robinson v. Comm’r, 487 F. App’x 751 (3d
Cir. 2012), aff’g T.C. Memo. 2011-99

‘ Issue(s)

Deduction allowed under Cohan for office expenses;
deduction denied for failure to meet § 274 substantiation
requirements for travel, vehicle, meals and entertainment
expenses

Deduction denied for general business expenses for failure
to substantiate; insufficient evidence to use Cohan

Deduction denied for expenses disallowed under § 280E;
insufficient evidence to use Cohan

Deduction allowed for contract labor as ordinary and neces-
sary business expense to extent substantiated; deduction
denied for materials and supplies expense for failure to
substantiate

Deduction denied for failure to meet § 274 substantiation
requirement for vehicle expenses

Deduction denied for labor payments to employees and legal
fees for failure to prove ordinary and necessary in business
and failure to substantiate

Deduction denied because horse breeding activity not
engaged in business for profit under § 183

Deduction denied for failure to meet § 274 substantiation
requirements for travel expenses

Deduction denied for failure to meet § 274 substantiation
requirement for travel expenses; deduction denied for failure
to substantiate deduction expense and insufficient evidence
to use Cohan

Deduction denied for expenses incurred in connection with
consulting business for failure to substantiate

Deduction denied for failure to meet § 274 substantiation
requirement for vehicle expenses

Deduction denied for failure to meet § 274 substantiation
requirement for vehicle expenses

Deduction denied for commuting expenses, cost of supplies,
legal services and advertising for failure to substantiate;
deduction denied for meals and utilities because the
expenses were personal and TP failed to prove ordinary and
necessary in business

Deduction denied for compensation expense for failure to
demonstrate a profit objective under § 183

Deduction denied for corporate TP for failure to substantiate
expenses related to facilities support agreements

Deduction allowed under Cohan to the extent substantiated;
deduction denied for remaining expenses for failure to sub-
stantiate 60% profit margin

Deduction denied for failure to substantiate general business
expense; insufficient evidence to use Cohan

Deduction denied for failure to meet § 274 substantiation
requirement for vehicle and travel expenses; expense was
personal
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Appendices

Table 2: Trade or Business Expenses Under IRC § 162 and Related Sections

Case Citation

Rodriguez v. Comm’, T.C. Memo. 2012-286,
appeal docketed, No. 13-1966 (4th Cir.
Aug. 1, 2013)

Romanowski v. Comm’, T.C. Memo. 2013-
55
Santiago v. Comm’, T.C. Summ. Op. 2013-
45

Schoppe v. Comm’, 711 F.3d 1190 (10th
Cir. 2013), aff’g T.C. Memo 2012-153, cert.
denied, 2013 WL 4598813 (2013)

Sernett v. Comm’, T.C. Memo. 2012-334

Smith v. Comm’r, T.C. Summ. Op. 2012-71

Stirm v. Comm’, T.C. Summ. Op. 2012-95

Striefel v. Comm’, T.C. Memo. 2013-102

Thomas v. Comm’ , T.C. Summ. Op. 2013-5

Thousand Oaks Residential Care Home |,
Inc. v. Comm’, T.C. Memo. 2013-10

Thrifty Oil Co. v. Comm’, 139 T.C. 198
(2012)

Tinney v. Comm’, T.C. Memo. 2013-91

Trescott v. Comm’, T.C. Memo. 2012-321

Tsai, In re v. Comm’, 110 A.ET.R.2d (RIA)
5702 (D.N.J. 2012)

Ugwuala v. Comm’, T.C. Memo. 2013-105
Uniband, Inc. v. Comm’r, 140 T.C. No. 13
(2013)

Verrett v. Comm’, T.C. Memo. 2012-223

Vlach v. Comm’, T.C. Memo. 2013-116

‘ Issue(s)

Deduction denied for failure to meet § 274 substantiation
requirement for vehicle expenses; deduction denied for other
business expenses for failure to substantiate and insufficient
evidence to use Cohan

Deduction denied because horse breeding business not
engaged in for profit under § 183

Deduction denied for business expenses because they were
personal; deduction denied for failure to meet § 274 sub-
stantiation requirement for vehicle expenses

Deduction denied for real estate practice expenses for failure
to substantiate

Deduction denied because spring car racing activity not
engaged in business for profit under § 183; deduction
denied because expense was personal

Deduction allowed to the extent substantiated as ordinary
and necessary in business

Deduction denied for airplane insurance and fuel for fail-
ure to substantiate; deduction denied for meals because
expense was personal

Deduction allowed for lodging and meal expenses to the
extent substantiated; deduction denied for failure to meet
§ 274 substantiation requirements for vehicle expenses

Deduction allowed for legal and professional fees to the
extent substantiated as ordinary and necessary business
expenses; deduction denied for failure to meet § 274 sub-
stantiation requirement for vehicle and travel expenses;
deduction denied for failure to substantiate insurance, repair
and utility expenses

Deduction allowed for compensation expense to the extent
substantiated; deduction denied for compensation expense
to business owner’s daughter as expense was not ordinary
and necessary in business

Deduction denied for environmental remediation expense for
no clear Congressional declaration of intent to allow double
deduction of expense

Deduction denied for failure to meet § 274 substantiation
requirement for travel and vehicle expenses

Deduction allowed for telephone expense as ordinary and
necessary in business; deduction denied for business use of
home because expenses were personal in nature

Deduction allowed for vehicle and wages expense as ordinary
and necessary business expenses; deduction denied for gifts
and other interest payments for failure to substantiate

Deduction denied for rental real estate expenses because
expense was personal

Deduction denied for wage and employee expenses for fail-
ure to show eligibility for business expense deduction

Deduction denied for expenses related to construction ven-
ture because not engaged in business for profit under § 183

Deduction denied for general business expenses for failure
to prove ordinary and necessary in business
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Table 2: Trade or Business Expenses Under IRC § 162 and Related Sections

Case Citation
Wade v. Comm’, T.C. Summ. Op. 2012-85

Wagoner v. Comm’, T.C. Summ. Op. 2013-
14

Wallach v. Comm’, T.C. Summ. Op. 2012-
94

Walthall v. Comm’, T.C. Summ. Op. 2012-
65

Wanat v. Comm’, T.C. Summ. Op. 2012-92

Weatherley v. Comm’, T.C. Memo. 2012-
320

Westrich v. Comm’, T.C. Summ. Op. 2013-
35

Winnett v. Comm’, T.C. Summ. Op. 2013-25

Zaklama v. Comm’, T.C. Memo. 2012-346

‘ Issue(s)

Deduction allowed for vehicle expenses to the extent sub-
stantiated; deduction denied for failure to meet § 274
substantiation requirement for travel expenses; deduction
denied for gifts for failure to prove ordinary and necessary in
business

Deduction denied for failure to meet § 274 substantiation
requirement for vehicle expenses

Deduction allowed for meals and entertainment expense to
extent substantiated; deduction denied for travel expenses
for failure to prove ordinary and necessary in business;
deduction denied for office expense because personal in
nature

Deduction denied because home remodeling activity not
engaged in for profit under § 183

Deduction allowed for expense to extent substantiated for
dog bed business; deduction denied for failure to meet
§ 274 substantiation requirements for vehicle expenses

Deduction for legal expenses related to royalty income
denied for failure to substantiate

Deduction denied for research and writing activity because
not engaged in business for profit under § 183

Deduction denied for expense incurred in advocacy activity
as not engaged in business for profit under § 183

Deduction allowed under Cohan for mortgage interest
expense; deduction denied for business expense of sole
proprietorship for failure to substantiate and insufficient evi-
dence to use Cohan
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Appendices

Table 3:

Gross Income Under IRC § 61 and Related Sections

Case Citation Issue(s) Pro Se | Decision

Individual Taxpayers (not including sole proprietorships)

Abarca v. Comm’, T.C. Memo. 2012-245 Unreported cancellation of debt income Yes TP

Adams v. Comm’, T.C. Memo. 2013-7 Unreported income from like-kind exchange under No TP
IRC § 1031

Ahmed v. Comm’, 498 F. App’x 919 (11th Cir. | Settlement proceeds not excludable under IRC § 104(a)(2) | Yes IRS

2012), aff’g T.C. Memo. 2011-295

Albright v. Comm’, T.C. Memo. 2013-9 Unreported gain on sale of residence; whether business Yes Split
loss and attorney’s fees affected the amount of gain; TP
entitled to reduction in capital gain from sale of residence
for amount of attorney’s fees paid

Beech v. Comm’, T.C. Summ. Op. 2012-74 Unreported proceeds from inherited retirement savings Yes IRS

Bernard v. Comm’, T.C. Memo. 2012-221 Proceeds from retirement savings taxable as ordinary Yes IRS
income, rather than as a return of capital and capital gains

Blackwood v. Comm’, T.C. Memo. 2012-190 Settlement proceeds not excludable under IRC § 104(a) No IRS
(2); emotional distress rather than physical injuries or
physical sickness

Brady v. Comm’, T.C. Memo. 2013-1 Unreported social security and dividend income Yes IRS

Bross v. Comm’, T.C. Summ. Op. 2012-122 Unreported cancellation of debt income No IRS

Brown v. Comm’, 693 F.3d 765 (7th Cir. Unreported gain on life insurance policy termination No IRS

2012), aff’g T.C. Memo. 2011-83

Buckardt v. Comm’, 474 F. App’x 612 (9th Cir. | Unreported pension and annuity income Yes IRS

2012), aff’g T.C. Memo. 2010-145

Callahan v. Comm?, T.C. Memo. 2013-131 Unreported gain from sale of property and cancellation of No IRS
debt income

Calloway v. Comm’, 691 F.3d 1315 (11th Cir. Unreported gain on sale of stock No IRS

2012), aff'g 135 T.C. 26 (2010)

Campbell v. U.S., 111 A.ET.R.2d (RIA) 946 Unreported pension income; disability pension payments No IRS

(C.D. Cal. 2013), appeal docketed, No. not excludable under IRC § 104(a)(1)

13-55442 (9th Cir. Mar. 14, 2013)

Carmickle v. Comm’, T.C. Summ. Op. 2012-60 | Unreported gain on sale of real estate not excluded under | Yes IRS
IRC § 121

Carr v. Comm’, T.C. Summ. Op. 2013-3 Settlement proceeds not excludable under IRC § 104(a)(2) | Yes IRS

Cherry v. Comm’, T.C. Memo. 2013-3 Unreported gross income determined under the bank Yes IRS
deposits method

Clanton v. Comm’, 491 F. App’x 610 (6th Cir. Unreported early distribution from retirement savings Yes IRS

2012), cert. denied, 133 S.Ct. 2050 (2013)

Clark v. U.S., 111 A.FT.R.2d (RIA) 344 (N.D. Unreported income from a sale disguised as a loan No IRS

Cal. 2012)

Clayton v. Comm’, T.C. Memo. 2012-188, Unreported interest, dividend, social security and pension | Yes IRS

appeal docketed, No. 12-73904 (9th Cir. Nov. | income

28, 2012)

Cox v. Comm’, T.C. Memo. 2013-75 Unreported gross receipts and interest determined under Yes Split
the bank deposits method; IRS failed to meet burden of
showing income included funds TP received as conduit

Cryer v. Comm’, T.C. Memo. 2013-69 Unreported wages determined under the bank deposits No IRS
method

Cung v. Comm’, T.C. Memo. 2013-81 Settlement proceeds not excludable as lost value or capi- | Yes IRS
tal to the TP
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Table 3: Gross Income Under IRC § 61 and Related Sections

Case Citation

Curtis v. Comm’, T.C. Memo. 2013-12, appeal
docketed, No. 13-72743 (9th Cir. Aug. 7,
2013)

Davenport v. Comm’, T.C. Memo. 2013-41

Davis v. Comm’, 111 A.ET.R.2d (RIA) 1979
(11th Cir. 2013), aff’g T.C. Memo. 2011-286

Francis v. Comm’, T.C. Summ. Op. 2012-79
Gaitor v. Comm’, T.C. Memo. 2012-297

Garber v. Comm’, 500 F. App’x 540 (7th Cir.
2013), aff’g T.C. Memo. 2012-47

Harris v. Comm’, T.C. Memo. 2012-333

Hartman v. U.S., 694 F.3d 96 (Fed. Cir. 2012),
aff’g 99 Fed. Cl. 168 (2011)

Haury v. Comm’, T.C. Memo. 2012-215,
appeal docketed, No. 13-1780 (8th Cir. Apr.
9, 2013)

Hoang v. Comm’, T.C. Memo. 2013-127,
appeal docketed, No. 13-14398 (11th Cir.
Sept. 26, 2013)

Holmes v. Comm’, T.C. Memo. 2012-251,
appeal docketed, No. 13-71034 (9th Cir. Mar.
25, 2013)

Hyde v. Comm’, 471 F. App’x 537 (8th Cir.
2012), aff’g T.C. Memo. 2011-104, cert.
denied, 133 S. Ct. 903 (2013)

Jarvis v. Comm’, T.C. Summ. Op. 2013-11
Jenkins v. Comm’, T.C. Memo. 2012-181

Kramer v. Comm’, T.C. Memo. 2012-192
Leyshon v. Comm’, T.C. Memo. 2012-248

Leyva v. Comm’r, 483 F. App’x 371 (9th Cir.
2012)

Loren-Maltese v. Comm’, T.C. Memo. 2012-
214

McAllister v. Comm’, T.C. Memo. 2013-96

McKinnon v. Comm’, T.C. Summ. Op. 2013-8
Moore v. Comm’, T.C. Summ. Op. 2012-83
Moore v. Comm’, T.C. Memo. 2012-249

Mui v. Comm’r, T.C. Memo. 2013-83
Murray v. Comm’, T.C. Memo. 2012-213
Naylor v. Comm’, T.C. Memo. 2013-19
Neff v. Comm’, T.C. Memo. 2012-244

Nelson v. Comm’, T.C. Memo. 2012- 232,
affd, 112 A.ET.R.2d (RIA) 6247 (11th Cir.
2013)

‘ Issue(s)

Unreported rental income and capital gains

Unreported wages

Unreported income from the exercise of stock option

Unreported back pay award
Unreported rental income and gambling winnings

Unreported wages

Settlement proceeds not excludable under IRC § 104(a)(2)

Constructive receipt of stock properly included in gross
income

Unreported early distribution from retirement savings

Unreported qualified dividend, interest and other income
and gain from the sale of securities

Unreported gain from sale of purported small business
stock

Unreported wages, interest income, dividends and IRA
distributions

Unreported gain on life insurance policy termination

Unreported nonemployee compensation, wages, and can-
cellation of debt income

Unreported wages
Unreported wages and retirement plan distribution

Unreported wages and capital gains
Unreported income from political campaign funds

Unreported cancellation of debt income limited by insol-
vency exception under IRC § 108(a)(1)(B)

Unreported interest income
Unreported gain on life insurance policy termination

Unreported social security disability benefits; no offset for
state worker’s compensation benefits

Unreported income under the bank deposits method
Unreported proceeds from inherited retirement savings
Unreported gain from sale of stock

Unreported income from termination of split dollar life
insurance policies

Unreported wages
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‘ Pro Se ‘ Decision

Yes

Yes

No

Yes
Yes

Yes

No
No

Yes

Yes

No

Yes

Yes

Yes

Yes
Yes

Yes

No

Yes

Yes
Yes

Yes

No
Yes
Yes
No

Yes

IRS

IRS

IRS

IRS
IRS
IRS

IRS
IRS

IRS

IRS

IRS

IRS

IRS

IRS

IRS
IRS
IRS

IRS

Split
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IRS
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Table 3: Gross Income Under IRC § 61 and

Related Sections

Case Citation ‘ Issue(s) ‘ Pro Se ‘ Decision

Nix v. Comm’, T.C. Memo. 2012-304, appeal Unreported wages Yes IRS

docketed, No. 13-12316 (11th Cir. May 22,

2013)

O’Connor v. Comm’, T.C. Memo. 2012-317, Payment received for participating in a medical study not Yes IRS

appeal docketed, No. 13-71413 (9th Cir. Apr. excludable under IRC § 102 or IRC § 104(a)(2)

22,2013)

Parker v. Comm’, T.C. Memo. 2012-357 Unreported gain from sale of real estate under the install- | No IRS
ment method

Phillips v. Comm’, T.C. Memo. 2013-42 Unreported retirement savings distribution and interest Yes IRS
income; distribution not qualified rollover

Pinn v. Comm’, T.C. Memo. 2013-45 Unreported cancellation of debt income on defaulted life No TP
insurance loans

Richmond v. Comm’r, 474 F. App’x 754 (10th Unreported wages, interest and trust income Yes IRS

Cir. 2012), aff’g T.C. Memo. 2011-251

Rogers v. Comm’, T.C. Memo. 2013-77, Foreign earned income exclusion under IRC § 911 Yes IRS

appeal docketed, No. 13-1241 (D.C. Cir. Aug.

15, 2013)

Sassani v. Comm’, T.C. Summ. Op. 2012-80 Unreported distributions from IRA Yes IRS

Scharringhausen v. Comm’, T.C. Memo. 2012- | Unreported check withdrawals from off-shore bank Yes IRS

350 accounts constituted taxable income

Scott v. U.S., 111 A.ET.R.2d (RIA) 1595 (C.D. Unreported taxable pension income No IRS

Cal. 2013), appeal docketed, No. 13-55712

(9th Cir. Apr. 29, 2013)

Shepherd v. Comm’, T.C. Memo. 2012-212 Unreported cancellation of debt income Yes IRS

Smallwood v. U.S., 111 A.FET.R.2d (RIA) 377 Refund claim denied because contingency fee paid to Yes IRS

(C.D. Cal. 2012), appeal docketed, No. attorney from settlement proceeds in employment discrimi-

13-55304 (9th Cir. Feb. 22, 2013) nation case was taxable income

Sollberger v. Comm’r, 691 F.3d 1119 (9th Cir. Unreported income from the sale of floating rate notes No IRS

2012), aff’g T.C. Memo. 2011-78

Thibodeaux v. Comm’, T.C. Summ. Op. 2013-7 | Unreported wages Yes IRS

Tran v. Comm’, T.C. Summ. Op. 2012-110 Unreported cancellation of debt income; TP allowed deduc- | Yes Split
tion for fees paid

Worsham v. Comm’, T.C. Memo. 2012-219, Unreported wages, compensation for legal services, Yes IRS

affd, 112 A.ET.R.2d (RIA) 5035 (4th Cir. settlement proceeds from personal lawsuits, and interest

2013) income

Wyman v. U.S., 2013 U.S. Dist. LEXIS 74258 Unreported taxable pension income No IRS

(C.D. Cal. 2013), appeal docketed, No.

13-55990 (9th Cir. June 7, 2013)

Yarish v. Comm’, 139 T.C. 290 (2012) Unreported income from vested accrued benefit No IRS

Business Taxpayers (Corporations, Partnerships, Trusts, and Sole Proprietorships)

Bennett v. Comm’, T.C. Memo. 2012-193 Unreported fees from services determined under the spe- | No Split
cific income based method; loan proceeds not taxable

Cadwell v. Comm’r, 483 F. App’x 847 (4th Cir. Unreported income from “substantially vested” employer No IRS

2012), aff'g 136 T.C. 38 (2011) contributions made to a nonexempt employee trust

Cvancara v. Comm’, T.C. Memo. 2013-20 Unreported advanced payments under accrual method; Yes TP
unreported partnership receipts characterized as capital
contributions

Barnes Group, Inc. v. Comm’r, T.C. Memo. Unreported income from funds transferred from foreign No IRS

2013-109 entities

Didonato v. Comm’, T.C. Memo. 2013-11 Unreported funds transferred between subchapter No IRS
S corporations
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Table 3: Gross Income Under IRC § 61 and Related Sections

Case Citation
Dyer v. Comm’, T.C. Memo. 2012-224

Flood v. Comm’, T.C. Memo. 2012-243

Foxworthy, Inc. v. Comm’, 494 F. App’x. 964
(11th Cir. 2012), aff’g T.C. Memo. 2009-203

Gaggero v. Comm’, T.C. Memo. 2012-331

Garcia v. Comm’, T.C. Summ. Op. 2012-107
Gardner v. Comm’, T.C. Memo. 2013-67

Gassaway v. Comm’, T.C. Memo. 2013-13,
appeal docketed, No. 13-60289 (5th Cir. May
1, 2013)

Gluckman v. Comm’, T.C. Memo. 2012-329,
appeal docketed, No. 13-761 (2d Cir. Mar. 1,
2013)

Good v. Comm’, T.C. Memo. 2012-323

Gorokhovsky v. Comm’, T.C. Memo. 2013-65

Grandy v. Comm’, T.C. Memo. 2012-196

Gunkle v. Comm, T.C. Memo. 2012-305,
appeal docketed, No. 13-60245 (5th Cir. Apr.
12, 2013)

Herbert v. Comm’, T.C. Summ. Op. 2012-124

Hewlett-Packard Co. v. Comm’, 139 T.C. 255
(2012)

Hovind v. Comm’, T.C. Memo. 2012-281

Jenkins v. Comm’, T.C. Memo. 2012-283

Kazhukauskas v. Comm’, T.C. Memo. 2012-
191

Kim v. Comm’, T.C. Memo. 2013-5, appeal
docketed, No. 13-3452 (3d Cir. Aug. 14,
2013)

Laciny v. Comm’, T.C. Memo. 2013-107

MacGregor v. Comm’, 501 F. App’x 663 (9th
Cir. 2012), aff’g T.C. Memo. 2010-187

Martell v. Comm’, T.C. Memo. 2013-115

Mawji v. Comm’r, T.C. Memo. 2013-108,
appeal docketed, No. 13-13194 (11th Cir. July
15, 2013)

Mears v. Comm’, T.C. Memo. 2013-52

‘ Issue(s)

Unreported gross receipts on Schedule C determined
under the bank deposits method and specific items
method

Unreported gain from sale of real estate

Unreported income from alter ego corporation

Unreported excess funds received in an IRC § 1034
transaction

TP alleged he overstated gross receipts on Schedule C

Unreported gross receipts on Schedule C determined
under the bank deposits method

Unreported fees received from client

Unreported income from the cash value of life insurance
policies withdrawn

Unreported gross receipts on Schedule C determined
under the bank deposits method

Unreported gross receipts on Schedule C determined
under the bank deposits method

Unreported wages, distributions from trust fund and self-
employment income

Unreported income from transferred corporate funds

Unreported wages; wages correctly characterized by TP

Unreported nonsales income

Unreported income from unincorporated entity determined
under the bank deposits method

Unreported gross receipts on schedule C determined
under the bank deposits method

Unreported gross receipts on Schedule C determined
under the bank deposits method

Unreported pass-through income from subchapter
S corporation

Unreported constructive dividends from a corporation

Unreported gross receipts on Schedule C determined
under the bank deposits method; Unreported settlement
proceeds in gross income; TP properly excluded certain
deposits from gross income

TP properly excluded from gross income nontaxable
reimbursements and certain deposits determined under
the bank deposits method; however, other deposits were
determined to be taxable income

Unreported gross receipts on Schedule C determined
under the bank deposits method

Unreported rental income
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Table 3: Gross Income Under IRC § 61 and Related Sections

Case Citation

Mich. Mem’l Park, Inc. v. U.S., 111 A.ET.R.2d
(RIA) 475 (E.D. Mich. 2013)

Mistlebauer v. Comm’, T.C. Memo. 2012-186

Olekanma v. Comm’, T.C. Memo. 2013-31

Olive v. Comm’, 139 T.C. 19 (2012), appeal
docketed, No. 13-70510 (9th Cir. Feb. 11,
2013)

Omozee v. Comm’, T.C. Memo. 2013-89

Perry v. Comm’, T.C. Memo. 2012-237

Plotkin v. Comm’r, 498 F. App’x 954 (11th
Cir. 2012), aff’g T.C. Memo. 2011-260, cert.
denied, 133 S. Ct. 1829 (2013)

Powers v. Comm’, T.C. Memo. 2013-134

Reading, U.S. v., 110 A.FT.R.2d (RIA) 5965 (D.

Ariz. 2012)
Real v. Comm’, T.C. Summ. Op. 2012-104

Reynoso v. Comm’, T.C. Memo. 2013-25

Roye v. Comm’, T.C. Memo. 2012-246

Snow v. Comm’, T.C. Memo. 2013-114

Stephens v. Comm’, T.C. Memo. 2013-47,
appeal docketed, No. 13-14235 (11th Cir.
Sept. 18, 2013)

Tinney v. Comm’, T.C. Memo. 2013-91

Todd v. Comm’r, 486 F. App’x 423 (5th Cir.
2012), aff’g T.C. Memo. 2011-123

Trescott v. Comm’, T.C. Memo. 2012-321

Vlach v. Comm’, T.C. Memo. 2013-116
Ward v. Comm’, T.C. Memo. 2013-133

Williams v. Comm’, 498 F. App’x 284 (4th Cir.
2012), aff’g T.C. Memo. 2011-89

Zaklama v. Comm’, T.C. Memo. 2012-346

‘ Issue(s)

Unreported distributions received from a perpetual care
trust

Unreported gross receipts on Schedule C determined
under the bank deposits method

Unreported gross receipts on Schedule C determined
under the bank deposits method

Unreported gross receipts on Schedule C

Unreported gross receipts on Schedule C determined
under the bank deposits method

Unreported executive compensation mischaracterized as
office rental income

TP properly excluded from gross income funds transferred
between corporations; Unreported pass-through income

Unreported gross receipts on Schedule C determined
under the bank deposits method

TP granted leniency on certain unreported income;
Unreported capital gains

Unreported gross receipts on Schedule C determined
under the bank deposits method; however, some deposits
were nontaxable reimbursements and loan repayments

Unreported gross receipts on Schedule C determined
under the bank deposits method

Unreported gross receipts on Schedule C determined
under the bank deposits method

Unreported wages and gross receipts

Unreported income from transferred corporate funds

Unreported gross receipts on Schedule C determined
under the bank deposits method

Unreported distributions from employee benefit fund

Unreported gross receipts determined under the bank
deposits method

Unreported payments from a sham trust

Unreported pass-through income from subchapter S corpo-
ration determined under the bank deposits method

Unreported income from consulting fees deposited into
foreign bank accounts

Unreported self-employment income and some distribu-
tions from IRA were nontaxable

No

Yes

Yes

No

Yes

No

Yes

Yes

No

Yes

No

Yes

Yes

Yes

Yes

No

Yes

No

Yes

No

Yes

IRS

IRS

IRS

IRS

IRS

IRS

Split

IRS

Split

Split

IRS

IRS

IRS

IRS

IRS

IRS

IRS

IRS
IRS

IRS

Split
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Table 4:

Appendices

Summons Enforcement Under IRC §§ 7602, 7604, and 7609

Case Citation Issue(s) Pro Se | Decision
Individual Taxpayers (But Not Sole Proprietorships)
Agisim, U.S. v., 2013 U.S. Dist. LEXIS 72549 Powell requirements satisfied; enforcement of summons Yes IRS
(D.N.H. 2013), adopting 2013 U.S. Dist. ordered
LEXIS 72547 (D.N.H. 2013)
Ahlquist, U.S. v., 2012 U.S. Dist. LEXIS Enforcement of summons ordered No IRS
104668 (D. Minn. 2012), adopting 2012 U.S.
Dist. LEXIS 105084 (D. Minn. 2012)
Amabile, U.S. v., 110 A.F.T.R.2d (RIA) 5017 TP’s blanket Fifth Amendment objection invalid; civil con- Yes IRS
(E.D. Pa. 2012), adopting 109 A.ET.R.2d (RIA) | tempt ordered
2392 (E.D. Pa. 2012)
Anderson v. U.S., 111 A.FT.R.2d (RIA) 2047 Powell requirements satisfied; TP’s untimely motion to Yes IRS
(D. Mont. 2013) quash third-party summons dismissed for lack of subject

matter jurisdiction and failure to state a claim upon which

relief can be granted; TP received adequate notice; TP

failed to demonstrate that case has been referred to DOJ;

TP’s privacy objections lacked merit; TP’s bad faith argu-

ment rejected
Bacon, U.S. v.,, 110 A.ET.R.2d (RIA) 7071 (E.D. | Civil contempt ordered Yes IRS
Cal. 2012)
Barringer, U.S. v., 111 A.FT.R.2d (RIA) 583 Powell requirements satisfied; TP’s assertion that United Yes IRS
(C.D. lll. 2013) States lacks authority to issue and proceed with summons

enforcement rejected
Bates, U.S. v., 110 A.ET.R.2d (RIA) 5552 (E.D. | Powell requirements satisfied; TP failed to demonstrate Yes IRS
Cal. 2012), adopting 110 A.FT.R.2d (RIA) that case has been referred to DOJ; enforcement of sum-
5349 (E.D. Cal. 2012) mons ordered
Bates, U.S. v., 2013 U.S. Dist. LEXIS 35650 Civil contempt ordered Yes IRS
(E.D. Cal. 2013)
Beck, U.S. v., 110 A.F.T.R.2d (RIA) 6279 (E.D. Powell requirements satisfied; enforcement of summons Yes IRS
Cal. 2012), adopting 110 A.FT.R.2d (RIA) ordered
6019 (E.D. Cal. 2012)
Boyd, U.S. v., 110 A.ET.R.2d (RIA) 5772 (E.D. Powell requirements satisfied; TP failed to demonstrate Yes IRS
Cal. 2012), adopting 110 A.FT.R.2d (RIA) that case has been referred to DOJ; enforcement of sum-
5434 (E.D. Cal. 2012) mons ordered
Bybee v. U.S., 110 A.ET.R.2d (RIA) 6215 (D. Motion to quash third-party summons dismissed; movants | No IRS
Utah 2012), adopting 110 A.FET.R.2d (RIA) are not third-party record-keepers.
6212 (D. Utah 2012)
Canatella v. U.S., 2013-1 U.S.T.C. (CCH) § TP assertion that district court abused its discretion in No IRS
50,332 (9th Cir. 2013), aff’'g 108 A.ET.R.2d denying evidentiary hearing rejected; order dismissing
(RIA) 5256 (N.D. Cal. 2011) motion to quash third-party summons affirmed
Chavira v. U.S., 111 A.ET.R.2d (RIA) 1931 TP’s motion to quash third-party summons dismissed Yes IRS
(C.D. Cal. 2013) because it was untimely
Chow, U.S. v., 2012 U.S. Dist. LEXIS 120055 | Powell requirements satisfied; enforcement of summons Yes IRS
(C.D. Cal. 2012), later proceeding to amend ordered
order, 2012 U.S. Dist. LEXIS 135029 (C.D.
Cal. 2012)
Chuhlantseff, U.S. v., 110 A.E.T.R.2d (RIA) Powell requirements satisfied; TP failed to demonstrate Yes IRS
7024 (E.D. Cal. 2012), adopting 110 that case has been referred to DOJ; enforcement of sum-
A.FT.R.2d (RIA) 6700 (E.D. Cal. 2012) mons ordered
Collins, U.S. v., 111 A.ET.R.2d (RIA) 309 (S.D. | Civil contempt ordered Yes IRS

Ohio 2012), adopting 110 A.FT.R.2d (RIA)
6638 (S.D. Ohio 2012)
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Table 4: Summons Enforcement Under IRC §§ 7602, 7604, and 7609

Case Citation Issue(s) Pro Se | Decision
Coots, U.S. v.,, 110 A.ET.R.2d (RIA) 6761 (E.D. | Powell requirements satisfied; enforcement of summons Yes IRS
Pa. 2012) ordered
Cutshall, U.S. v., 110 A.FET.R.2d (RIA) 5173 Powell requirements satisfied; enforcement of summons Yes IRS
(D. Utah 2012), adopting 110 A.FT.R.2d (RIA) | ordered
5172 (D. Utah 2012)
De La PeNa v. U.S., 2013 U.S. Dist. LEXIS Motion to quash summons dismissed because it was late | Yes IRS
7258 (E.D.N.Y. 2013) and sent to wrong office
Dunnell, U.S. v., 2013 U.S. Dist. LEXIS 14606 | Powell requirements satisfied; government awarded costs; | Yes IRS
(D.N.H. 2013), approving 2013 U.S. Dist. enforcement of summons ordered
LEXIS 14607 (D.N.H. 2013)
Elgaen, U.S. v., 2012 U.S. Dist. LEXIS 102086 | Government’s motion to withdraw petition to enforce sum- | Yes IRS
(W.D. Wash. 2012), adopting 2012 U.S. Dist. | mons granted
LEXIS 102084 (W.D. Wash. 2012)
Ellison, U.S. v., 111 A.FT.R.2d (RIA) 1705 (E.D. | TP's motion to dismiss for lack of subject matter jurisdic- Yes IRS
Mich. 2013) tion denied
Ellison, U.S. v., 111 A.ET.R.2d (RIA) 1310 (E.D. | TP’s motion to dismiss for lack of subject matter jurisdic- Yes IRS
Mich. 2013) tion denied
Erickson, U.S. v., 2013 U.S. Dist. LEXIS 2065 | Powell requirements satisfied; enforcement of summons Yes IRS
(M.D. Fla. 2013), adopting 2012 U.S. Dist. ordered
LEXIS 183697 (M.D. Fla. 2012)
Erickson, U.S. v., 2013 U.S. Dist. LEXIS 2065 | Powell requirements satisfied; enforcement of summons Yes IRS
(M.D. Fla. 2013), adopting 2012 U.S. Dist. ordered
LEXIS 183697 (M.D. Fla. 2012)
Gillies, U.S. v., 111 A.FT.R.2d (RIA) 1188 (N.D. | Civil contempt ordered Yes IRS
Cal. 2013), adopting 2013 U.S. Dist. LEXIS
34318 (N.D. Cal. 2013)
Grant v. U.S., 2012 U.S. Dist. LEXIS 164861 TP’s motion to quash summons dismissed for failure to Yes IRS
(S.D. Ohio 2012), adopting 2012 U.S. Dist. prosecute
LEXIS 152864 (S.D. Ohio 2012)
Green v. U.S., 2012 U.S. Dist. LEXIS 141858 | TP's motion to quash third-party summons denied Yes IRS
(E.D. Pa. 2012)
Grisel, U.S. v., 2013 U.S. Dist. LEXIS 11286 Government’s motion for show cause hearing granted Yes IRS
(N.D. Cal. 2013)
Guglielmi v. U.S., 2013 U.S. Dist. LEXIS Powell requirements satisfied; TP’s motion to quash third- | No IRS
55044 (S.D.N.Y. 2013) party summons denied
Guy, U.S. v., 110 A.ET.R.2d (RIA) 7023 (E.D. Powell requirements satisfied; TP failed to demonstrate Yes IRS
Cal. 2012), adopting 110 A.ET.R.2d (RIA) that case has been referred to DOJ; enforcement of sum-
6719 (E.D. Cal. 2012) mons ordered
Hampton, U.S. v., 110 A.FT.R.2d (RIA) 5200 Powell requirements satisfied; enforcement of summons Yes IRS
(W.D. Mo. 2012), adopting 110 A.FT.R.2d ordered
(RIA) 5198 (W.D. Mo. 2012),vacated and
dismissed as moot, No. 12-2861 (8th Cir. Nov.
28, 2012) (period of limitations on collection
expired and summons no longer enforceable)
Harrington, U.S. v., 2013 U.S. Dist. LEXIS Powell requirements satisfied; government’s motion for Yes IRS
53711 (C.D. Cal. 2013) show cause hearing granted
Hawk, U.S. v., 2012 U.S. Dist. LEXIS 140110 | Powell requirements satisfied; enforcement of summons Yes IRS
(N.D. Ohio 2012), adopting 2012 U.S. Dist. ordered
LEXIS 140109 (N.D. Ohio 2012)
Hezi, U.S. v., 2012 U.S. Dist. LEXIS 159193 Powell requirements satisfied; government’s motion for Yes IRS
(C.D. Cal. 2012) show cause hearing granted
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Case Citation

Holland, U.S. v., 2012 U.S. Dist. LEXIS 90414
(D.N.H. 2012), adopting 2012 U.S. Dist.
LEXIS 90411 (D.N.H. 2012)

Howard, U.S. v., 2012 U.S. Dist. LEXIS 79021
(D.N.H. 2012), adopting 109 A.ET.R.2d (RIA)
2504 (D.N.H. 2012)

Hunkler v. U.S., 111 A.ET.R.2d (RIA) 1593
(N.D. Ohio 2013), adopting 111 A.FT.R.2d
(RIA) 764 (N.D. Ohio 2013)

Joyce, U.S. v., 2013 U.S. Dist. LEXIS 65883
(C.D. Cal. 2013)

Kahler, U.S. v., 110 A.ET.R.2d (RIA) 5350 (E.D.
Cal. 2012), adopting 110 A.FT.R.2d (RIA)
5313 (E.D. Cal. 2012)

Kalra v. U.S., 111 A.FT.R.2d (RIA) 1760 (N.D.
Ill. 2013)

Kibler, U.S. v., 111 A.ETR.2d (RIA) 2213 (M.D.
Fla. 2013), adopting 111 A.ET.R.2d (RIA)
2211 (M.D. Fla. 2013)

Kurtz, U.S. v., 2012 U.S. Dist. LEXIS 130907
(M.D. Fla. 2012), adopting 2012 U.S. Dist.
LEXIS 130677 (M.D. Fla. 2012)

LaBrecque v. U.S., 110 A.FT.R.2d (RIA) 7064
(D. Colo. 2012), adopting 110 A.FT.R.2d (RIA)
7061 (D. Colo. 2012)

Lee v. Harris, 110 A.FT.R.2d (RIA) 5038 (D.
Nev. 2012)

Maxwell v. U.S., 110 A.ET.R.2d (RIA) 5105
(D.D.C. 2012), affd, 2013 U.S. App. LEXIS
13969 (D.C. Cir. 2013)

Maya, U.S. v., 110 A.ETR.2d (RIA) 5770 (E.D.
Cal. 2012), adopting 110 A.FT.R.2d (RIA)
5437 (E.D. Cal. 2012)

McCollum, U.S. v., 2012 U.S. Dist. LEXIS
108913 (E.D. Tex. 2012), adopting 2012 U.S.
Dist. LEXIS 108928 (E.D. Tex. 2012)

Melick, U.S. v., 110 A.FT.R.2d (RIA) 7031

(1st Cir. 2012), aff’g 108 A.F.T.R.2d (RIA)
6031 (D.N.H. 2011) (granting motion to strike
defendant’s motion to dismiss summons order)
and dismissing 108 A.FT.R.2d (RIA) 6780
(D.N.H. 2011)

Meloy, U.S. v., 110 A.ETR.2d (RIA) 5239 (W.D.
Mo. 2012), adopting 110 A.ET.R.2d (RIA)
5237 (W.D. Mo. 2012)

Munson v. U.S., 110 A.FT.R.2d (RIA) 5795
(N.D. Ohio 2012)

Munson v. U.S., 111 A.ET.R.2d (RIA) 2065
(N.D. Ohio 2013)

Issue(s)

Powell requirements satisfied; enforcement of summons
ordered; costs awarded to government

Powell requirements satisfied; enforcement of summons
ordered

TP’s motion to quash third-party summons found to be
timely; United States ordered to respond to petition

Powell requirements satisfied; government’s motion for
show cause hearing granted

Powell requirements satisfied; enforcement of summons
ordered

TP’s motion to quash third-party summons granted for lack
of proper notice and failure to satisfy Powell requirements

Powell requirements satisfied; enforcement of summons
ordered

Powell requirements satisfied; enforcement of summons
ordered

TP’s motion to quash third-party summons dismissed for
lack of subject matter jurisdiction; TP not entitled to notice
because third-party summons issued in aid of collection
efforts

TP’s motion to quash third-party summons dismissed for
lack of standing; TP not entitled to notice because third-
party summons issued in aid of collection efforts

TP’s motion to quash third-party summons dismissed for
lack of subject matter jurisdiction

Powell requirements satisfied; TP failed to demonstrate
that case has been referred to DOJ; enforcement of sum-
mons ordered

Powell requirements satisfied; TP failed to demonstrate
that case has been referred to DOJ; enforcement of sum-
mons ordered

Affirming government’s motion to strike TP’s motion to
dismiss summons order; TP’s appeal of the civil contempt
order dismissed for lack of jurisdiction

Powell requirement satisfied; enforcement of summons
ordered

TP’s motion to quash third-party summons dismissed for
lack of subject matter jurisdiction

TP’s motion to quash third-party summons dismissed for
lack of subject matter jurisdiction
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Case Citation Issue(s) Pro Se | Decision
Olvany, U.S. v., 109 A.F.T.R.2d (RIA) 2720 Powell requirements satisfied; TP’s frivolous argument Yes IRS
(M.D. Pa. 2012), adopting 109 A.ET.R.2d lacked merit; enforcement of summons ordered
(RIA) 2717 (M.D. Pa. 2012)
Peterson v. U.S., 110 A.ET.R.2d (RIA) 6562 (D. | TP's motion to quash third-party summons denied; TP Yes IRS
Neb. 2012) received adequate notice; TP failed to demonstrate that

the case has been referred to DOJ; TP’s bad faith argu-

ment rejected; TP’s Fourth Amendment objection lacked

merit; TPs state and federal privacy law objections lacked

merit
Petty, U.S. v., 110 A.ET.R.2d (RIA) 6772 (S.D. Powell requirements satisfied; enforcement of summons Yes IRS
Cal. 2012) ordered
Phuc Le, U.S. v., 110 A.ET.R.2d (RIA) 5544 Powell requirements satisfied; enforcement of summons Yes IRS
(N.D. Cal. 2012) ordered
Plum, U.S. v., 2012 U.S. Dist. LEXIS 95791 Powell requirements satisfied; TP failed to demonstrate Yes IRS
(E.D. Tex. 2012), adopting 2012 U.S. Dist. that case has been referred to DOJ; enforcement of sum-
LEXIS 79842 (E.D. Tex. 2012) mons ordered
Porter, U.S. v., 2013-1 U.S.T.C. (CCH) q Powell requirements satisfied; enforcement of summonses | Yes IRS
50,163 (E.D. Mich. 2013), order entered at ordered
2013-1 U.S.T.C. (CCH) § 50,163 (E.D. Mich.
2013)
Ruiz, U.S. v., 110 A.FT.R.2d (RIA) 5770 (E.D. Powell requirements satisfied; TP failed to demonstrate Yes IRS
Cal. 2012), adopting 110 A.ET.R.2d (RIA) that the case has been referred to DOJ; enforcement of
5435 (E.D. Cal. 2012) summons ordered
Ruiz, U.S. v., 2013 U.S. Dist. LEXIS 35660 Civil contempt ordered Yes IRS
(E.D. Cal. 2013)
Salter, U.S. v., 2012 U.S. Dist. LEXIS 122174 | Powell requirements satisfied; enforcement of summons Yes IRS
(S.D. Ala. 2012) ordered
Sancen, U.S. v.,, 2013 U.S. Dist. LEXIS 36368 | Show cause hearing for civil contempt order granted Yes IRS
(N.D. Cal. 2013)
Sanders, U.S. v., 110 A.ET.R.2d (RIA) 5913 Powell requirements satisfied; TP’s assertion that IRS No IRS
(S.D. lll. 2012), adopting 110 A.ET.R.2d (RIA) | lacks authority to issue summonses rejected; enforcement
5910 (S.D. lll. 2011) of summons ordered
Sato, U.S. v, 111 A.ET.R.2d (RIA) 664 (N.D. Powell requirements satisfied; enforcement of summons Yes IRS
Cal. 2013), adopting 111 A.FET.R.2d (RIA) 662 | ordered
(N.D. Cal. 2012), order entered at 2013 U.S.
Dist. LEXIS 13539 (N.D. Cal. 2013)
Schwartz v. U.S., 110 A.ET.R.2d (RIA) 6003 Powell requirements satisfied; TP’s motion to quash Yes IRS
(D. Neb. 2012) third-party summons dismissed; TP’s frivolous arguments

lacked merit
Sessions, U.S. v., 2012 U.S. Dist. LEXIS TP’s Fourth Amendment and over breadth arguments No IRS
139766 (W.D. Wash. 2012), adopting in part | rejected; TP’s Fifth Amendment objection lacked merit;
and modifying in part 2012 U.S. Dist. LEXIS enforcement of summons ordered
139775 (W.D. Wash. 2012), appeal docketed,
No. 12-35929 (9th Cir. Nov. 9, 2012)
Shaw v. U.S., 111 A.FTR.2d (RIA) 1754 (11th TP’s motion to quash third-party summons denied for lack | Yes IRS
Cir. 2013), aff’g 109 A.FT.R.2d (RIA) 2364 of subject matter jurisdiction; TP not entitled to notice
(M.D. Fla. 2012) because third-party summons issued in aid of collection

efforts
Smit, U.S. v., 110 A.ET.R.2d (RIA) 5325 TP’s motion to quash summons denied; Powell require- Yes IRS
(D.N.M. 2012) ments satisfied; TP failed to demonstrate case has been

referred to DOJ; TP’s frivolous arguments lacked merit;

enforcement of summons ordered
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Table 4: Summons Enforcement Under IRC §§ 7602, 7604, and 7609

Case Citation

Snell, U.S. v., 110 A.ET.R.2d (RIA) 7075 (D.
Ariz. 2012)

Snider, U.S. v., 111 A.ET.R.2d (RIA) 483 (N.D.
Cal. 2013), amending 111 A.FT.R.2d (RIA)
482 (N.D. Cal. 2013), adopting 111 A.FT.R.2d
(RIA) 480 (N.D. Cal. 2012)

St. John, U.S. v, 111 A.FT.R.2d (RIA) 1653
(M.D. Fla. 2013), adopting A.FT.R.2d (RIA)
1328 (M.D. Fla. 2013)

St. John, U.S. v., 111 A.ET.R.2d (RIA) 723
(M.D. Fla. 2013), adopting in part 111
A.ETR.2d (RIA) 719 (M.D. Fla. 2012)

Stanley, U.S. v., 2012 U.S. Dist. LEXIS
182744 (D.N.H. 2012), adopting 2012 U.S.
Dist. LEXIS 181793 (D.N.H. 2012)

Strauss, U.S. v., 110 A.ET.R.2d (RIA) 6487
(S.D. Cal. 2012)

Tech v. U.S., 111 A.ET.R.2d (RIA) 1423 (M.D.
Pa. 2013), aff'g 109 A.FTR.2d (RIA) 2655
(M.D. Pa. 2012)

Thompson, U.S. v., 110 A.FT.R.2d (RIA) 5169
(W.D. Mo. 2012), adopting 110 A.FT.R.2d
(RIA) 5167 (W.D. Mo. 2012)

Thurkins, U.S. v., 2012 U.S. Dist. LEXIS
156775 (D.N.H. 2012), adopting 2012 U.S.
Dist. LEXIS 156776 (D.N.H. 2012)

Trescott v. Dep’t of the Treas., 2012 U.S. Dist.
Lexis 127903 (N.D. Fla. 2012), adopting
2012 U.S. Dist. LEXIS 127906 (N.D. Fla.
2012)

Valencia, U.S. v., 2013 U.S. Dist. LEXIS 15049
(C.D. Cal. 2013)

Vanarsdal, U.S. v., 2012 U.S. Dist. LEXIS
161803 (W.D. Mich. 2012), adopting 2012
U.S. Dist. LEXIS 162725 (W.D. Mich. 2012)

Vanarsdal, U.S. v., 2012 U.S. Dist. LEXIS
161801 (W.D. Mich. 2012), adopting 2012
U.S. Dist. LEXIS 165006 (W.D. Mich. 2012)

Van Liew, U.S. v., 111 A.ET.R.2d (RIA) 1275
(N.D. Tex. 2013), adopting 111 A.FT.R.2d
(RIA) 1273 (N.D. Tex. 2013).

Waller v. U.S., 111 A.FTR.2d (RIA) 1876 (D.
Nev. 2013)

Williams v. U.S., 111 A.FTR.2d (RIA) 853 (D.
Or. 2013), adopting 111 A.ET.R.2d (RIA) 850
(D. Or. 2013)

Williams, U.S. v., 110 A.ET.R.2d (RIA) 5491
(S.D. Miss. 2012), adopting 110 A.FT.R.2d
(RIA) 5488 (S.D. Miss. 2012)

Issue(s)

Powell requirements satisfied; enforcement of summons
ordered; government’s motion for show cause hearing
ordered

Powell requirements satisfied; TP’s bad faith argument
rejected; enforcement of summons ordered

TP’s motion to quash third-party summons rejected; TP’s
Fifth Amendment arguments rejected; civil contempt
ordered

TP did not waive Fifth Amendment privilege by waiting until
contempt proceeding to invoke it; show cause hearing for
civil contempt ordered

Powell requirements satisfied; enforcement of summons
ordered

Powell requirements satisfied; enforcement of summons
granted;

TP’s assertion that IRS can be compelled to issue sum-
monses for civil discovery purposes lacked merit

Powell requirements satisfied; enforcement of summons
ordered

Powell requirements satisfied; enforcement of summons
ordered

TP’s petition to quash third-party summons for lack of sub-
ject matter jurisdiction; TP not entitled to notice because
third-party summons issued in aid of collection efforts

Powell requirements satisfied; government’s motion for
show cause hearing granted

Powell requirements satisfied; enforcement of summons
ordered

Powell requirements satisfied; enforcement of summons
ordered

Powell requirements satisfied; enforcement of summons
ordered

TP’s untimely motion to quash third-party summons dis-
missed for lack of subject matter jurisdiction

Powell requirements satisfied; TP’s motion to quash third-
party summons denied; TP received adequate notice; TP
failed to demonstrate case has been referred to DOJ; TP’s
bad faith argument rejected; TP’s Fourth and Fourteenth
Amendment objections lacked merit; TP’s federal privacy
law objection lacked merit

Civil contempt ordered
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Table 4: Summons Enforcement Under IRC §§ 7602, 7604, and 7609

Case Citation Issue(s) Pro Se | Decision
Williams, U.S. v., 2012 U.S. Dist. LEXIS Powell requirements satisfied; TP failed to demonstrate Yes IRS
155043 (M.D.N.C. 2012), adopting 2012 U.S. | case has been referred to DOJ; enforcement of summons
Dist. LEXIS 156261 (M.D.N.C. 2012) ordered
Zane, U.S. v., 110 A.ET.R.2d (RIA) 5266 (W.D. | Powell requirements satisfied; enforcement of summons Yes IRS
Mo. 2012), adopting 110 A.ET.R.2d (RIA) ordered
5264 (W.D. Mo. 2012)
Zurek v. U.S., 111 A.FT.R.2d (RIA) 1594 (D. TP’s motions to quash third-party summonses dismissed Yes IRS
Ariz. 2013) for lack of subject matter jurisdiction
Business Taxpayers (Corporations, Partnerships, Trusts, & Sole Proprietorships — Schedules C, E, F)
AS Holdings Grp., LLC, U.S. v., 521 Fed. App’x | Powell requirements satisfied; TP not entitled to notice No IRS
405 (6th Cir. 2013), aff’g by an equally because third-party summons issued in aid of collection
divided court U.S. v. Omega Solutions, LLC, efforts; order enforcing third-party summons affirmed
873 F. Supp. 2d 887 (E.D. Mich. 2012)
Asselin, U.S. v., 110 A.ET.R.2d (RIA) 6459 Powell requirements satisfied; enforcement of summons Yes IRS
(D.N.H. 2012), adopting 110 A.FET.R.2d (RIA) ordered
6458 (D.N.H. 2012)
Butler, U.S. v., 2012 U.S. Dist. LEXIS 175761 | Powell requirements satisfied; enforcement of summons Yes IRS
(D. Mass. 2012), adopting 2012 U.S. Dist. ordered
Lexis 182696 (D. Mass. 2012)
Christensen, U.S. v., 110 A.FT.R.2d (RIA) 5421 | TP may assert Fifth Amendment privilege against self- No IRS
(D. Ariz. 2012) incrimination on behalf of himself, but not for corporation;
enforcement of summons ordered
Christensen, U.S. v., 111 A.FT.R.2d (RIA) 307 Hearing on purgation of contempt order ordered No IRS
(D. Ariz. 2012)
Clarke, U.S. v., 2013-1 U.S.T.C. (CCH) | TP entitled to limited adversary hearing to investigate sum- | No TP
50,287 (11th Cir. 2013), vacating 2012 U.S. | mons allegedly issued for improper purpose
Dist. LEXIS 188084 (S.D. Fla. 2012), petition
for cert. filed, No. 13-301 (Sept. 6, 2013)
Discount Plumbing Co., U.S. v., 110 A.ET.R.2d Powell requirements satisfied; enforcement of summons Yes IRS
(RIA) 6726 (E.D. Tex. 2012), adopting 110 ordered
A.ET.R.2d (RIA) 6724 (E.D. Tex. 2012)
Don Mon Chin, U.S. v., 2013 U.S. Dist. LEXIS Powell requirements satisfied; enforcement of summons Yes IRS
12635 (D.N.H. 2013), adopting 2013 U.S. ordered
Dist. LEXIS 11679 (D.N.H. 2013)
Eaton Corp., U.S. v., 110 A.FT.R.2d (RIA) 5638 | Enforcement of summonses ordered in part and denied in | No Split
(N.D. Ohio 2012) part; privileged documentation for which written privileges
logs provided protected; IRS cannot summons irrelevant
information from TP
Fisher v. U.S., 110 A.ET.R.2d (RIA) 5324 (D. TP’s untimely motion to quash third-party summons dis- Yes IRS
Minn. 2012) missed for lack of subject matter jurisdiction and failure to
state a claim upon which relief can be granted
Flight Vehicles Consulting, Inc. v. U.S., 110 Powell requirements satisfied; TPs’ motion to quash third- | Yes IRS
A.FT.R.2d (RIA) 5487 (N.D. Cal. 2012), party summonses dismissed; TPs’ bad faith argument
adopting 110 A.FT.R.2d (RIA) 5484 (N.D. Cal. | rejected
2012)
Gehrisch, U.S. v., 110 A.FT.R.2d (RIA) 6597 Powell requirements satisfied; state service of process Yes IRS
(S.D. Cal. 2012) requirements satisfied; enforcement of summons ordered
Gjerde v. U.S., 110 A.ET.R.2d (RIA) 5581 (E.D. Powell requirements satisfied; TP’s motion to quash third- | Yes IRS
Cal. 2012) party summons dismissed; documents ordered are not
privileged; summons does not seek information beyond
statute of limitations for the assessment period
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Table 4: Summons Enforcement Under IRC §§ 7602, 7604, and 7609

Case Citation

Ideal Products LLC v. U.S., 110 A.FT.R.2d (RIA)
6964 (N.D. Ohio 2012)

Jewell v. U.S., 111 A.FT.R.2d (RIA) 1129 (E.D.
Okla. 2013), appeal docketed, No. 13-7038
(10th Cir. May 3, 2013)

Jewell v. U.S., 111 A.FT.R.2d (RIA) 1005 (W.D.
Okla. 2013), appeal docketed, No. 13-6069
(10th Cir. Mar. 21, 2013)

Lano Equip., Inc., U.S. v., 2012 U.S. Dist.
LEXIS 77392 (D. Minn. 2012), adopting 2012
U.S. Dist. LEXIS 77900 (D. Minn. 2012)

M & M Hal Agency, Inc., U.S. v., 110 A.FT.R.2d
(RIA) 6253 (S.D. Ohio 2012), adopting 110
A.ET.R.2d (RIA) 5814 (S.D. Ohio 2012)

Miccosukee Tribe of Indians of Fla. v. U.S., 110
A.FT.R.2d (RIA) 6342 (11th Cir. 2012), aff’g
110 A.ET.R.2d (RIA) 5212 (S.D. Fla. 2012)

Moore DMD PA, U.S. v., 110 A.ET.R.2d (RIA)
6619 (D.N.J. 2012), adopting Moore, U.S. v.,
110 A.ET.R.2d (RIA) 6619 (D.N.J. 2012)

Net Promotion, Inc. v. U.S., 110 A.ET.R.2d
(RIA) 6951 (D. Minn. 2012), adopting 110
A.ET.R.2d (RIA) 6949 (D. Minn. 2012)

Omega Solutions, LLC, 873 F. Supp. 2d 887
(E.D. Mich. 2012), affd sub nom., U.S. v. AS
Holdings Grp., LLC, 521 Fed. App’x 405 (6th
Cir. 2013)

Shiozawa v. U.S., 111 A.ETR.2d (RIA) 369
(N.D. Cal. 2012)

Sideman & Bancroft, LLP U.S. v., 111
A.FT.R.2d (RIA) 460 (9th Cir. 2013), aff’g 107
A.FT.R.2d (RIA) 1780 (N.D. Cal. 2011)

Spitzer v. U.S. Dept. of Treas., 110 A.ET.R.2d
(RIA) 6942 (D. Ariz. 2012)

Stevens v. LL Bradford, Inc., 2012 U.S. Dist.
LEXIS 138043 (D. Nev. 2012)

Veritas Inst. v. U.S., 111 A.FT.R.2d (RIA) 1027
(D. Nev. 2013)

Villarreal v. U.S., 110 A.ET.R.2d (RIA) 6777 (D.

Colo. 2012)

Villarreal v. U.S., 111 A.FT.R.2d (RIA) 1713
(10th Cir. 2013), aff'g 109 A.FT.R.2d (RIA)
1522 (D. Colo. 2012)

Issue(s)

TP’s motion to quash third-party summons denied for lack
of standing and subject matter jurisdiction

TP’s motion to quash third-party summons granted for lack
of proper notice

Powell requirements satisfied; TP’s motion to quash third-
party summons denied

Powell requirements satisfied; TP’s over breadth argument
lacked merit; enforcement of summons ordered

Civil contempt ordered

Powell requirements satisfied; denial of TP’s motion to
quash third-party summonses affirmed; TP’s claim of tribal
sovereign immunity inapplicable to case; Rejection of TP’s
over breadth argument for lack of standing affirmed

Enforcement of summons ordered

Powell requirements satisfied; TP’s motion to quash third-
party summons denied

Powell requirements satisfied; TP received adequate
notice; TP’s motion to intervene and to dismiss denied

Powell requirements satisfied; TP’s motion to quash
third-party summons dismissed; TP not entitled to notice
because third-party summons issued in aid of collection
efforts; enforcement of summons ordered

TP may not assert Fifth Amendment privilege against self-
incrimination where foregone conclusion exception applies;
enforcement of summons ordered

TP’s amended motion to quash third-party summons
dismissed

TP’s motion to quash third-party summons dismissed for
lack of subject matter jurisdiction

TP’s motion to quash third-party summons dismissed;
business entities cannot proceed pro se/without licensed
counsel

Powell requirements satisfied; TP’s motion to quash third-
party summons denied; TP’s bad faith argument rejected;
enforcement of summons ordered

Powell requirements satisfied; order denying TP’s motion
to quash third-party summons affirmed; TP’s bad faith
argument rejected
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Table 5:

§§ 6320 and 6330

Lien or
Case Citation Levy Issue(s) Pro Se

Individual Taxpayers (But Not Sole Proprietorships)

Appeals From Collection Due Process Hearings Under IRC

Adams v. Comm’, T.C. Summ.

Op. 2012-76

Anderson v. Comm', T.C.
Summ. Op. 2013-24

Arroyo v. Comm’, T.C. Memo.
2013112

Bartosovsky v. Comm’, T.C.
Summ. Op. 2012-101

Berns v. Comm’, T.C. Summ.
Op. 201317

Boyd v. Comm’, T.C. Memo.
2013-100

Brennan v. Comm’, T.C.
Memo. 2013-123

Buckardt v. Comm’, T.C.
Memo. 2012-170, appeal

docketed No. 12-72119 (9th.

Cir. July 3, 2012)

Campbell v. Comm', T.C.
Memo. 2013-57

Clark v. Comm, T.C. Memo.
2012-182

Cohen v. Comm’, T.C. Memo.
2013-86

Crites v. Comm’, T.C. Memo.
2012-267

Curran v. Comm’, T.C. Memo.

2012-234

DelLon v. Comm’, 489 F.
App’x 710 (4th Cir. 2012),
aff’g T.C. Memo. 2012-33

Devlin v. Comm’, T.C. Memo.
2012-145

Levy

Levy

Levy

Levy

Lien

Levy/
Lien

Levy

Levy/

Lien

Levy

Lien

Levy/
Lien
Levy

Levy

Levy

Lien

Denial of Interest abatement upheld; TPs (H&W) entitled to chal-
lenge underlying liability; liability upheld; no abuse of discretion

TP precluded from challenging underlying liability; no abuse of
discretion in rejecting collection alternatives since TP did not pro-
vide information requested

TP entitled to challenge the underlying liabilities; liabilities
upheld in part and denied in part

TP precluded from challenging underlying liability; no abuse of
discretion since TP offered no collection alternatives

No abuse of discretion since TP did not provide information
requested

Proceeding dismissed as to TP (H) for lack of jurisdiction; TP (W)
precluded from challenging underlying liability; no abuse of dis-
cretion in denying face-to-face hearing or collection alternatives;
no abuse of discretion in refusing to grant a continuance or fail-
ing to provide TP (W) with transcripts; installment agreement was
no longer in effect and had properly been reverted to collection
status

TP precluded from challenging underlying liability; no abuse of
discretion

TP precluded from challenging underlying liabilities since TP did
not properly raise issues during hearing; no abuse of discre-
tion in proceeding with proposed levy since TP’s positions were
frivolous and TP did not offer a collection alternative; motion to
permit levy granted

TP precluded from challenging underlying liability since TP con-
structively refused mail deliveries; no abuse of discretion in
denying face-to-face hearing since TP did not provide information
requested or offer a collection alternative

TP precluded from challenging underlying liability for civil penal-
ties since at hearing TP only contested penalties for frivolous
reasons; no abuse of discretion since TP declined to discuss col-
lection alternatives and TP’s positions were frivolous

No abuse of discretion since “harmless error” doctrine applies

No abuse of discretion because TP’s positions were frivolous

No abuse of discretion in rejecting installment agreement since
TP had sufficient assets to pay

TP precluded from challenging underlying tax liability; no abuse
of discretion since TP did not offer collection alternatives or pro-
vide requested information

TP entitled to challenge the underlying liabilities but liabilities

sustained since TP’s positions were frivolous; no abuse of dis-
cretion since TP did not offer collection alternatives or provide
requested information

Yes

Yes

Yes

Yes

Yes

Yes

No

Yes

Yes

Yes

No

Yes

No

Yes

Yes

IRS

IRS

Split

IRS

IRS
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IRS

IRS

IRS
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IRS
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Table 5: Appeals From Collection Due Process Hearings Under IRC §§ 6320 and 6330

Case Citation

Lien or

Appendices

Decision

Drakes v. Comm’, T.C. Memo.
2012-189

Duplicki v. Comm’, T.C.
Summ. Op. 2012-117

Flint v. Comm’, T.C. Memao.
2012-287

Friedman v. Comm’, T.C.
Memo. 2013-44

Galyean v. Comm’, T.C.
Memo. 2012-242

Goldberg v. Comm’, T.C.
Summ. Op. 2012-62

Hall v. Comm™, T.C. Memo.
2013-93

Harper v. Comm’, T.C. Memo.
2013-79

Harris v. Comm’, T.C. Memo.
2012-275

Hennessey v. Comm’, T.C.
Summ. Op. 2013-23

Hernandez v. Comm’, T.C.
Summ. Op. 2012-56

Holt v. Comm?, T.C. Memo.
2012-271

Israel v. Comm’, T.C. Memo.
2012-185

Johnson v. Comm’, 502 F.
App’x 1, aff’g 136 T.C. 475
(2011)

Jones v. Comm’r, T.C. Memo.
2012-274

Kalil v. Comm’, T.C. Summ.
Op. 2013-29

Kehoe v. Comm’, T.C. Memo.
2013-63

Klika v. Comm™, T.C. Memo.
2012-225

Levy
Levy

Lien

Lien

Levy

Levy

Levy

Lien

Levy
Levy/
Lien

Lien

Levy

Levy/
Lien

Levy

Levy/
Lien

Lien

Levy

Lien

Levy/
Lien

Issue(s)

TPs (H&W) precluded from challenging underlying liability; no
abuse of discretion in rejecting offer since TPs had sufficient
assets to pay

Determination by Appeals Office to uphold notice of lien sus-
tained since notices of deficiency and demand for payment were
properly mailed to last known address

TP’s income tax liability not discharged in bankruptcy but section
6702 penalties discharged; lien filing sustained with respect

to income tax liabilities but not with respect to section 6702
penalties

TPs (H&W) precluded from challenging underlying liability; no
abuse of discretion in denying request to delay collection since
TPs had sufficient assets to pay; no abuse of discretion in reject-
ing installment agreement since TPs failed to make estimated
tax payments

No abuse of discretion by refusing to place the TPs’ (H&W)
account in “currently not collectible” status since TPs had suf-
ficient assets to pay

Overpayment could not be applied to liability because it was time
barred; no abuse of discretion since TP did not offer collection
alternatives

TP precluded from challenging underlying liabilities since TP pre-
viously signed a waiver agreeing to the liabilities; argument that
waiver signed under duress rejected

No abuse of discretion in denying face-to-face hearing since TP
did not provide the information requested

TP precluded from challenging underlying liabilities; no abuse of
discretion since TP’s positions were frivolous

No abuse of discretion in rejecting TP’s offer since TP had suf-
ficient assets to pay

TPs (H&W) precluded from challenging underlying liability; no
abuse of discretion in rejecting collection alternatives since TPs
had sufficient assets to pay

TP precluded from challenging underlying liability; no abuse of
discretion since TP did not claim or produce evidence of an
abuse

TP precluded from challenging underlying liability

No abuse of discretion in rejecting offer since TP had sufficient
assets to pay

Remanded to Appeals Office to reconsider offer and to pro-
vide TPs (H&W) a meaningful opportunity to substantiate their
position

TPs (H&W) precluded from challenging underlying liability; no
abuse of discretion since TPs’ had not arrived at a binding
agreement with Settlement Officer and check payment did not
constitute full payment

No abuse of discretion in rejecting offer since TPs (H&W) had
sufficient assets; no abuse of discretion in not withdrawing lien

No abuse of discretion in denying face-to-face hearing or in
rejecting collection alternatives since TP did not provide informa-
tion requested

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

No

Yes

Yes

Yes

Yes

IRS

IRS
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Table 5: Appeals From Collection Due Process Hearings Under IRC §§ 6320 and 6330

Case Citation

Lien or

Decision

Kubon v. Comm’, 479 F.
App’x 759 (9th Cir. 2012),
aff’g T.C. Memo. 2011-41

Kuretski v. Comm’, T.C.
Memo. 2012-262, appeal
docketed No. 13-1090 (D.C.
Cir. Mar. 29, 2013)

Kyereme v. Comm’, T.C.
Memo. 2012-174

Leibold v. Comm’, T.C. Memo.
2012-210

Link v. Comm’, T.C. Memo.
2013-53

Lipson v. Comm’, T.C. Memo.
2012-252

Lyons v. Comm’, T.C. Memo.
2012-295

Mattson v. Comm’, 508 F.
App’x 653 (9th Cir. 2013),
aff’g T.C. Docket No. 19245-
09 L (Jan. 19, 2011)

Minemyer v. Comm’, T.C.
Memo. 2012-325

Moody v. Comm’, 474 F.
App’x 552 (9th Cir. 2012),
aff’g T.C. Docket Nos.
1319-10 L (Apr. 14, 2011),
1060-10 L (Apr. 14, 2011)

Moore v. Comm’, T.C. Summ.
Op. 2012-116

Moser v. Comm’, T.C. Memo.
2012-208

Nau v. Comm’, T.C. Summ.
Op. 2012-106

O’Brien v. Comm’, T.C. Memo.
2012-326

Pomeroy v. Comm, T.C.
Memo. 2013-26

Radeke v. Comm’, T.C.
Memo. 2012-319

Raifman v. Comm’, T.C.
Memo. 2012-228

Ramdas v. Comm, T.C.
Memo. 2013-104

Levy
Levy/
Lien

Levy

Lien

Lien

Levy

Levy
Levy
Levy/

Lien

Levy/
Lien

Levy/
Lien

Levy

Lien

Lien

Levy

Lien

Levy

Levy/
Lien

Levy

Issue(s)

TPs (H&W) precluded from challenging underlying liability since
notice of deficiency was mailed to last known address and TPs’
positions were frivolous

No abuse of discretion in proceeding with proposed levy since
Appeals Officer is not obligated to negotiate indefinitely;

TPs (H&W) entitled to challenge the underlying liabilities; liabili-
ties upheld in part and denied in part

No abuse of discretion since TP did not offer collection
alternatives

TP not entitled to challenge underlying tax liability; no abuse of
discretion in denying face-to-face hearing since TP did not provide
information requested

No abuse of discretion in denying face-to-face hearing or pro-
ceeding with proposed levy since TP had sufficient assets to pay

No abuse of discretion in rejecting installment agreement since
TP had already defaulted on 2 such agreements, was not in com-
pliance with current payments, and had sufficient assets to pay

No abuse of discretion since TP did not provide information
requested

TP precluded from challenging underlying liability; no abuse of
discretion since TP failed to attend the face-to-face hearing or to
provide information requested

No abuse of discretion since TP provided no evidence that
removing the lien would facilitate collection; notice of intent
to levy was invalid since it was not mailed to TP’s last known
address

TP precluded from challenging underlying liabilities since notices
of deficiencies were mailed to last known address

TP (H&W) satisfied their 2005 tax liability in bankruptcy proceed-
ing; Appeals Officer abused discretion in proceeding with levy to
collection income-tax liability

TP not entitled to challenge underlying tax liabilities since notice
of deficiencies were mailed to last known address; no abuse of
discretion since TP did not offer collection alternative or provide
information requested

TP precluded from challenging underlying liability; no abuse of
discretion since TP did not offer collection alternatives or provide
information requested

TP entitled to challenge underlying liability; liability upheld; sec-
tion 6702 penalty assessment was timely

Abuse of discretion in rejecting offer since Appeals Officer did
not adequately consider TP’s (H) health; remanded to supple-
ment the record

No abuse discretion in denying collection alternatives since TP
did not provide information requested

TPs (H&W) entitled to challenge the underlying liabilities; IRS’s
motion for summary judgment granted in part and denied in part
since material fact remained pertaining to theft loss amount

No abuse of discretion in rejecting offer since TP did not provide
information requested and had sufficient assets to pay

Yes

No

Yes

Yes

Yes

No

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

No
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No
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Appendices

Table 5: Appeals From Collection Due Process Hearings Under IRC §§ 6320 and 6330

Lien or

Case Citation Levy Issue(s) Pro Se | Decision
Sanchez v. Comm’, T.C. Lien No abuse of discretion since TP’s circumstances and new infor- Yes IRS
Memo. 2012-216 mation were properly considered
Satkiewicz v. Comm’, T.C. Lien No abuse of discretion since TPs’ (H&W) positions were frivolous | Yes IRS
Memo. 2013-73
Sawyer v. Comm’, T.C. Memo. | Lien No abuse of discretion since TPs (H&W) did not provide suf- Yes IRS
2012-201 ficient evidence of misconduct nor did the “equitable estoppel”

doctrine apply
Skidmore v. Comm’, T.C. Lien TP precluded from challenging underlying liability; no abuse of Yes IRS
Memo. 2012-328 discretion since TP did not provide information requested
Starkman v. Comm’, T.C. Levy/ No abuse of discretion in rejecting installment agreement since Yes IRS
Memo. 2012-236 Lien TP defaulted under a prior installment agreement and failed to

make estimated tax payments
Sullivan v. Comm’, T.C. Levy No abuse of discretion in rejecting collection alternatives since Yes IRS
Memo. 2012-337 TP did not provide information requested
Thompson v. Comm?, T.C. Levy/ TP precluded from challenging underlying tax liability Yes IRS
Memo. 2013-61 Lien
Tucker v. Comm’, 506 F. Levy No abuse of discretion since TP is not prejudiced by having Yes IRS
App’x 166 (3d Cir. 2012), received an unsigned copy of the record of assessment
aff’g T.C. Memo. 2012-30
Van Camp v. Comm™, T.C. Levy/ No abuse of discretion since TP’s change in financial circum- No IRS
Memo. 2012-336, appeal Lien stances following the CDP hearing did not warrant remand
docketed No. 13-70018 (9th
Cir. Jan. 3, 2013)
Williams v. Comm’, 718 E3d | Levy/ No abuse of discretion in denying face-to-face hearing since TPs’ | Yes IRS
89 (2d Cir. 2013), aff'’g T.C. Lien (H&W) positions were frivolous and TPs did not provide informa-
Memo 2007-162 tion requested
Wilson v. Comm’, T.C. Memo. | Levy No abuse of discretion in rejecting offer since TP had sufficient No IRS
2012-229 assets to pay
Wilson v. Comm’, T.C. Summ. | Levy No abuse of discretion in rejecting TP’s collection alternatives Yes IRS
Op. 2013-18 since TP had sufficient assets to pay
Winters v. Comm’, T.C. Levy No abuse of discretion in rejecting offer since TP did not provide | Yes IRS
Memo. 2012-183 information requested
Yoel v. Comm’, T.C. Memo. Lien No abuse of discretion in denying face-to-face hearing and collec- | Yes IRS
2012-222 tion alternatives since TP did not provide information requested
Zook v. Comm’, T.C. Memo. Lien TP precluded from challenging underlying tax liability; No abuse Yes IRS
2013-128 of discretion since TP did not offer collection alternatives
Business Taxpayers (Corporations, Partnerships, Trusts, and Sole Proprietorships — Schedules C,E,F)
A-Valey Eng's, Inc. v. Comm’r, | Levy No abuse of discretion in denying abatement of interest or in No IRS
T.C. Memo. 2012-199 rejecting offer since TP did not provide evidence of misconduct
Adams v. Comm’, T.C. Memo. | Levy Assessment timely; collection period open; no abuse of discre- Yes IRS
201392 tion since notice of deficiency was mailed to last known address
Alessio Azzari, Inc. v. Comm’r, | Lien No abuse of discretion in rejecting offer since TP failed to No Split
T.C. Memo. 2012-310 include the assets of its successor corporation; case remanded

to the Appeals Office to allow TP to amend offer
Antioco v. Comm’, T.C. Memo. | Levy Abuse of discretion in rejecting installment agreement and in No TP
2013-35 proceeding with proposed levy; Appeals Officer’s findings of fraud

and noncompliance were erroneous; abuse of discretion in failing

to consider “special circumstances” and economic hardship
Beeler v. Comm’, T.C. Memo. | Levy/ Collection action upheld; however, collection amount reduced on | No Split
2013-130 Lien remand from Court of Appeals because IRS failed to meet its

burden; burden of proof shifted to IRS due to IRS’s gross tran-

script errors
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Appendices

Table 5: Appeals From Collection Due Process Hearings Under IRC §§ 6320 and 6330

Case Citation

Bell v. Comm’, T.C. Summ.
Op. 2012-45

Bridgmon v. Comm’, T.C.
Memo. 2012-322

Brombach v. Comm’, T.C.
Memo. 2012-265

Bus. Integration Servs., Inc.
v. Comm’, T.C. Memo. 2012-
342

Cantrell v. Comm’, T.C.
Memo. 2012-257, appeal
docketed No. 13-60007 (5th
Cir. Jan, 3, 2013)

Clarke v. Comm’, T.C. Memo.
2012-238

Cutler v. Comm’, T.C. Memo.
2013119

Dalton v. Comm’r, 682 F.3d
149 (1st Cir. 2012), rev'g
135 T.C. 393 (2010)

Dreamco Dev. Corp. v.
Comm’, T.C. Summ. Op.
2012-67

Ensyc Techs. v. Comm™, T.C.
Summ. Op. 2012-55

Everett Assocs., Inc. v.
Comm’, T.C. Memo. 2012-
143

G.D. Parker, Inc. v. Comm,
T.C. Memo. 2012-327

Gonzalez v. Comm’, T.C.
Memo. 2012-151

Gould v. Comm’, 139 T.C.
418 (2012), appeal docketed
No. 13-1852 (4th Cir. July 5,
2013)

Hinerfeld v. Comm’, 139 T.C.
277 (2012)

Hirsch v. Comm’, T.C. Summ.
Op. 2012-89

Jag Brokerage, Inc. v. Comm',
T.C. Memo. 2012-315

Lien or

Levy
Levy

Levy

Lien

Levy

Levy/
Lien

Levy

Levy

Levy

Levy/

Lien

Levy

Levy

Lien

Lien

Levy/
Lien

Levy

Lien

N/A

Issue(s)

TPs (H&W) precluded from challenging underlying liability; no
abuse of discretion in rejecting offer since TPs did not explain
change in deposits or provide all information requested

TP precluded from challenging underlying liabilities; abuse of dis-
cretion found in refusing to consider TP’s installment agreement
since Appeals Office did not call TP or return TP’s calls

No abuse of discretion in rejecting offer; no abuse in rejection of
TP’s proposed “special circumstances”

TP precluded from challenging underlying liabilities; no abuse of
discretion since TP did not provide evidence of misconduct

No abuse of discretion since TP failed to schedule meeting with
Revenue Agent and did not provide information requested

No abuse of discretion in rejecting collection alternatives;
no abuse of discretion in rejecting argument for “special
circumstances”

No abuse of discretion since 2005 liability became moot upon
court granting innocent spouse relief; lack of jurisdiction for
court to order IRS to return amounts levied

No abuse of discretion in rejecting TPs’ (H&W) offer since TPs
were the true owners of valuable real estate and determination
that trust was a nominee was reasonable

No abuse of discretion in rejecting offer since TP not compliant
with its tax obligations

TP entitled to challenge the underlying liability and the court held
TP was not liable

TP precluded from challenging liabilities listed on IRS’s “proof
of claim” filed in the TP’s bankruptcy; however, TP entitled to
challenge interest and penalties that accrued during and after
bankruptcy; abuse of discretion found in that IRS could not
explain the interest rate it charged

No abuse of discretion in ignoring TP’s capital loss carryback for
2003 since court found TP was barred by the “step transaction”
doctrine from claiming a capital loss for 2004

TP precluded from challenging underlying liability despite claim
that he did not understand English since Revenue Officer was flu-
ent and spoke in TP’s language

No abuse of discretion in denying face-to-face hearing since TPs
(H&W) did not offer collection alternatives

No abuse of discretion in rejecting offer; communications
between Appeals Officer and Area Counsel not prohibited

TP precluded from challenging underlying liabilities; no abuse of
discretion in rejecting collection alternatives since TP did not pro-
vide information requested

TP challenged the underlying liability; IRS’s summary judgment
denied since material issue existed as to whether the deficiency
notice was received by the corporation TP

Pro Se

Yes

Yes

Yes

Yes

No

No

No

No

Yes

No

Yes

No

Yes

No

No

No

No

Decision
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Table 5: Appeals From Collection Due Process Hearings Under IRC §§ 6320 and 6330

Case Citation

Klingenberg v. Comm’, T.C.
Memo. 2012-292, appeal
docketed No. 13-70506 (9th
Cir. Feb. 11, 2013)

La Marine Serv., L.L.C. v.
Comm’, T.C. Memo. 2012-
220

Lane v. Comm’, T.C. Memo.
2013121

Lepore v. Comm’, T.C. Memo.
2013135

Loren G. Rice Trust v. Comm,
T.C. Memo. 2012-301

Miss Laras Dominion, Inc. v.
Comm’, T.C. Memo. 2012-
203

Morris v. Comm’, T.C. Memo.
2012-217

Pace v. Comm’, T.C. Memo.
2012-211

Precision Prosthetic v.
Comm’, T.C. Memo. 2013-
110

Romano-Murphy v. Commr,
T.C. Memo. 2012-330,
appeal docketed No.
13-13186 (11th Cir. July 15,
2013)

Solucorp, Ltd. v. Comm’r, T.C.
Memo. 2013-118

Son Gee Wine & Liquors,
Inc. v. Comm’, T.C. Memo.
2013-62

Specialty Staff, Inc. v. Commr,
T.C. Memo. 2012-253

Stanwyck v. Comm™, T.C.
Memo. 2012-180, appeal
docketed No. 12-73136 (9th
Cir. Oct. 1, 2013)

Taggart v. Comm’, T.C. Memo.

2013-113

Lien or
Levy

Levy/
Lien

Levy

Lien

Lien

Lien

Levy

Levy

Levy

Levy

Levy/
Lien

Levy

Levy/
Lien

Levy/
Lien

Levy/
Lien

Lien

Issue(s)

TP precluded from challenging underlying liability; no abuse of
discretion in denying face-to-face hearing or rejecting collection
alternatives since TP only raised frivolous issues

No abuse of discretion in rejecting collection alternatives since
TP did not provide information requested

Remanded to Appeals Office to reconsider offer since there was
insufficient information to establish that Appeals considered eco-
nomic hardship

Remanded case to Appeals Office to reconsider whether TP was
liable for trust fund recovery penalties since TP did not receive
notice of assessment and TP was entitled to contest underlying
tax liability

No abuse of discretion since TP did not provide evidence of
misconduct; Revenue Officer’s visit to TP’s workplace was
permissible

No abuse of discretion in rejecting installment agreement since
TP had sufficient assets to pay

No abuse of discretion since TPs (H&W) did not have authority to
direct the application of overpayments from other returns and did
not offer collection alternatives

No abuse discretion in rejecting installment agreement since TP
did not provided information requested

No abuse of discretion since TP did not provide evidence of
misconduct

TP entitled to challenge the underlying liabilities and the court
held TP was liable

TP precluded from challenging underlying liabilities; no abuse
of discretion since IRS is not required to attempt to collect
trust fund taxes from the employer before attempting to collect
against a responsible person

TP precluded from challenging tax liabilities listed on IRS’s
“proof of claim”; however, TP entitled to challenge interest, pen-
alties, and additions to tax that accrued and were assessed
after the bankruptcy closed; court held TP was liable; no abuse
of discretion since TP did not offer collection alternatives or pro-
vide information requested

No abuse of discretion since TP not compliant with its tax obliga-
tions and TP provided no evidence that removing the lien would
facilitate collection

No abuse of discretion since TP did not offer collection alterna-
tives or provide information requested

TP precluded from challenging underlying liabilities; no abuse of
discretion in rejecting offer since TP had sufficient assets to pay;
filing of lien did not create an undue hardship for TP

Appendices

Pro Se

Yes

No

No

No

Yes

No

Yes

No

No
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No
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Appendices

Table 5: Appeals From Collection Due Process Hearings Under IRC §§ 6320 and 6330

Lien or

Case Citation Levy Issue(s) Pro Se | Decision
Trainor v. Comm’, T.C. Memo. | Levy No abuse of discretion since TP failed to timely propose a collec- | No IRS
2013-14, appeal docketed tion alternative
No. 13-11797 (11th Cir. Apr.
24,2013)
Venhuizen v. Comm’, T.C. Lien TP precluded from challenging underlying tax liability; no abuse Yes IRS
Memo. 2012-270 of discretion since TP did not make an offer or provide informa-

tion requested
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Table 6:

Appendices

Failure to File Penalty Under IRC § 6651(a)(1), Failure to Pay

an Amount Shown As Tax on Return Under IRC § 6651(a)(2)
and Failure to Pay Estimated Tax Penalty Under IRC § 6654

Case Citation

Issue(s)

Individual Taxpayers (But Not Sole Proprietorships)

Pro Se | Decision

Albright v. Comm’, T.C. Memo. 2013-9

Arroyo v. Comm’, T.C. Memo. 2013-112

Bates, Estate of v. Comm’, T.C. Memo.
2012-314

Bilyeu v. Comm’, T.C. Memo. 2012-161

Bishop v. Comm’, T.C. Memo. 2013-98

Buckardt v. Comm’, 474 F. App’x 612 (9th
Cir. 2012), aff’g T.C. Memo. 2010-145

Calloway v. Comm’, 691 F.3d 1315 (11th
Cir. 2012), aff’g 135 T.C. 26 (2010)

Carlebach v. Comm’, 139 T.C. 1 (2012)

Cherry v. Comm’, T.C. Memo. 2013-3

Christman v. U.S., 110 Fed. Cl. 1 (2013)
Chow v. Comm’, 481 F. App’x 406 (9th

Cir. 2012), aff’g T.C. Memo. 2010-48, cert
denied, 133 S. Ct. 1304 (2013)

Cunningham v. Comm’, T.C. Summ. Op.
2013-27

Ditaranto v. Comm?, T.C. Memo. 2012-205

Ellis v. Comm’, T.C. Memo. 2012-250

Foryan v. Comm, T.C. Memo. 2012-177
Grandy v. Comm’, T.C. Memo. 2012-196

Hardin v. Comm’, T.C. Memo. 2012-162

Harris v. Comm’, T.C. Memo. 2012-312

Haury v. Comm’, T.C. Memo. 2012-215,
appeal docketed, No. 13-1780 (8th Cir. Apr.
9, 2013)

Hoang v. Comm’, T.C. Memo. 2013-127
Holmes v. Comm’, T.C. Memo. 2012-251,

appeal docketed, No. 13-71034 (9th Cir.
Mar. 25, 2013)

6651 (a)(1) no evidence of reasonable cause

6651(a)(1) no evidence of reasonable cause; 6654 impo-
sition proper; 6651(a)(2) IRS did not meet its burden of
production

6651(a)(1), (a)(2) reliance on advice from a non-tax profes-
sional did not establish reasonable cause

6651(a)(1), (a)(2) TP argued that if deduction allowed, then a
refund was due and penalties should not stand; however, the
deduction was not permitted

6651 (a)(1) no evidence of reasonable cause

6651(a)(1), 6654 imposition proper

6651(a)(1) reliance on statements from third-party did not
establish reasonable cause

6651(a)(1) no evidence of reasonable cause

6651 (a)(1) incarceration after the return due date did not
establish reasonable cause

6651(a)(2) no reasonable cause; 6654 no exception

6651(a)(1) Tax Court’s decision to impose penalty was
upheld

6651(a)(1), (a)(2) financial difficulties did not establish rea-
sonable cause because TP did not act with ordinary business
care; 6654 imposition proper

6651(a)(1), (a)(2) personal, professional and financial difficul-
ties did not establish reasonable cause

6651(a)(1) (a)(2), 6654 no evidence that reasonable cause
or exceptions applied

6651(a)(1), (a)(2), 6654 IRS met its burden of production
6651(a)(1), (a)(2) no evidence of reasonable cause

6651(a)(1), (a)(2), mental disorder did not establish reason-
able cause and was not an exception for 6654

6651(a)(1), (a)(2), belief that tax was not owed did not estab-
lish reasonable cause; 6654 no exception

6651(a)(1) no reasonable cause; 6654 no exception

6651 (a)(1) no evidence of reasonable cause

6651(a)(1) no evidence of reasonable cause

Yes

Yes

No

Yes

No
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No
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Appendices

Table 6: Failure to File Penalty Under IRC § 6651 (a)(1), Failure to Pay an Amount Shown As Tax on Return

Under IRC § 6651 (a)(2) and Failure to Pay Estimated Tax Penalty Under IRC § 6654

Case Citation
Hovind v. Comm’, T.C. Memo. 2012-281

Huminski v. Comm’, T.C. Memo. 2012-302

Jenkins v. Comm’, T.C. Memo. 2012-181

Kanofsky v. Comm’, 111 A.FT.R.2d (RIA)
1539 (3d Cir. 2013), aff’g T.C. Docket No.
377411

Kindred v. Comm’, 2013 U.S. App. LEXIS
11028 (7th Cir. 2013), aff’g T.C. Memo.
2010-107

Knappe v. U.S., 713 F.3d 1164 (9th Cir.
2013), aff’g 2013-1 U.S.T.C. (CCH) q
60,662 (C.D. Cal. 2010), cert. denied, 80
U.S.L.W. 3031 (2013)

Kuretski v. Comm’, T.C. Memo. 2012-262

Leyshon v. Comm’, T.C. Memo. 2012-248

Liftin, Estate of v. U.S., 111 Fed. Cl. 13
(2013)

Murray v. Comm’, T.C. Memo. 2012-213

Naylor v. Comm’, T.C. Memo. 2013-19

Nelson v. Comm’, T.C. Memo. 2012-232,
affd, 112 A.FT.R.2d 6247 (11th Cir. 2013)

Nix v. Comm’, T.C. Memo. 2012-304

Park v. Comm’, T.C. Memo. 2012-279

Phillips v. Comm’, T.C. Memo. 2013-42

Richmond v. Comm’, 474 F. App’x 754
(10th Cir. 2012), aff’g T.C. Memo. 2011-
251

Scharringhausen v. Comm’, T.C. Memo.
2012-350

Shafmaster v. U.S., 707 F.3d 130 (1st Cir.
2013), aff’g 109 A.FET.R.2d (RIA) 2052
(D.N.H. 2012)

Stine v. U.S., 106 Fed. Cl. 586 (2013)

Issue(s)

6651(a)(1) reliance on advice from non-tax professionals did
not establish reasonable cause

6651(a)(2), 6654 imposition proper

6651(a)(1) imposition proper; 6651(a)(2) IRS did not
meet its burden of production; 6654 imposition not proper
because TP reported no tax liability

6651(a)(1), (a)(2), 6654 TP did not contest penalties in his
post-trial brief, so the court sustained the determination

6654 no evidence that exception applied

6651(a)(2) reliance on accountant did not establish reason-
able cause

6651 (a)(2) health and financial difficulties did not create a
substantial hardship and did not establish reasonable cause;
6654 IRS did not meet its burden of production

6651 (a)(1) no evidence of reasonable cause

6651(a)(1) IRS motion for summary judgment on the plead-
ings was denied, since TP provided facts that may support
reasonable cause

6651(a)(1), (a)(2) no evidence of reasonable cause; 6654 no
exception

6651(a)(1), (a)(2) no evidence of reasonable cause; 6654
imposition proper

6651(a)(1) TP did not file valid returns and provided no evi-
dence of reasonable cause

6651(a)(2) no evidence of reasonable cause; 6654 no
exceptions

6651 (a)(1) provided no evidence the return was mailed and
no evidence of reasonable cause

6651 (a)(1) litigation involvement did not establish reason-
able cause; (a)(2) no evidence of reasonable cause; 6654
filing a return after a notice of deficiency was issued did not
satisfy the return filed safe harbor

6651(a)(1), (a)(2) TP asserted frivolous arguments

6651 (a)(1) no evidence of reasonable cause

6651(a)(2) awaiting payment during negotiations with the IRS
that the TP believed would result in abatement did not estab-
lish reasonable cause

6651 (a)(1) disability was not severe enough to establish rea-
sonable cause

Pro Se | Decision
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Table 6: Failure to File Penalty Under IRC § 6651 (a)(1), Failure to Pay an Amount Shown As Tax on Return

Under IRC § 6651 (a)(2) and Failure to Pay Estimated Tax Penalty Under IRC § 6654

Appendices

Case Citation Issue(s) Pro Se | Decision
Stirm v. Comm’, T.C. Summ. Op. 2012-95 6651(a)(1), (a)(2) insufficient time to devote to taxes did not | Yes IRS
establish reasonable cause
Tesoriero v. Comm’, T.C. Memo. 2012-261 6651 (a)(1) reliance on advisor to file extension did not No IRS
establish reasonable cause
Thomas v. Comm’, T.C. Summ. Op. 2013-5 | 6651(a)(1) imposition proper because hurricane did not Yes IRS
extend TP’s filing deadline
Thouron, Estate of v. U.S., 110 A.ET.R.2d 6651(a)(1), (a)(2) no evidence of reasonable cause No IRS
(RIA) 6572 (E.D. Pa. 2012)
Thurman v. Comm’, T.C. Memo. 2013-46 6651 (a)(1) imposition proper for 2006; however, (a)(2) impo- | Yes Split
sition not proper for 2006 since IRS did not meet its burden
of production; 6651(a)(1), (a)(2) both not proper for 2007
because TP did not have filing requirement
Weatherly v. Comm’, T.C. Memo. 2012-320 | 6651(a)(1) no evidence of reasonable cause Yes IRS
Wilson v. Comm’, T.C. Memo. 2012-229 6651 (a)(1) imposition not proper because return was timely No Split
filed; (a)(2) imposition proper; 6654 IRS did not meet its bur-
den of production
Winslow v. Comm’, 139 T.C. 270 (2012) 6651(a)(1), (a)(2) no evidence of reasonable cause Yes IRS
Wright v. Comm’, T.C. Memo. 2013-129 6651 (a)(1) TP’s health problems established reasonable Yes Split
cause; 6651(a)(2) health problems did not establish rea-
sonable cause and no evidence that payment would cause
undue hardship
Young, Estate of v. U.S., 110 A.ET.R.2d (RIA) | 6651(a)(1) filing late because accurate property values were | No IRS
7065 (D. Mass. 2012) not available did not establish reasonable cause
Zaklama v. Comm’, T.C. Memo. 2012-346 6651 (a)(1) health problems did not establish reasonable Yes IRS
cause; 6654 imposition proper
Business Taxpayers (Corporations, Partnerships, Trust, and Sole Proprietorships — Schedules C, E, F)
Abarca v. Comm’, T.C. Memo. 2012-245 6651 (a)(1) no evidence of reasonable cause Yes IRS
Adams v. Comm’, T.C. Memo. 2013-7 6651(a)(1) lack of tax knowledge did not establish reason- No IRS
able cause; (a)(2) no evidence of reasonable cause; 6654
did not qualify for exception
Atlantic Coast Masonry, Inc. v. Comm', T.C. 6651(a)(1), (a)(2) no evidence of reasonable cause No IRS
Memo. 2012-233
Babcock Ctr., Inc. v. U.S., 111 A.ET.R.2d 6651(a)(2) IRS motion for summary judgment for failure No Split
(RIA) 1865 (D.S.C. 2013) to pay payroll taxes for 2007 and a part of 2008 denied
because genuine issue of fact existed over TP’s financial
hardship and ability to pay; summary judgment granted on
failure to pay last quarter of 2008 payroll taxes due to willful
neglect
Brennan v. Comm’, T.C. Memo. 2012-209, 6651 (a)(1) no evidence of reasonable cause No IRS
appeal docketed, No. 13-71498 (9th Cir.
Apr. 26, 2013)
Cook v. Comm', T.C. Memo. 2012-167 6651 (a)(1) preoccupation with unrelated, pending litigation Yes IRS
did not establish reasonable cause
Cox v. Comm’, T.C. Memo. 2013-75 6651(a)(1), (a)(2) lack of knowledge of the tax code or tax Yes IRS
obligations did not establish reasonable cause;
6654 imposition proper
Cryer v. Comm’, T.C. Memo. 2013-69 6651 (a)(2) no evidence of reasonable cause; N/A IRS

6654 imposition proper
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Appendices

Table 6: Failure to File Penalty Under IRC § 6651 (a)(1), Failure to Pay an Amount Shown As Tax on Return

Under IRC § 6651 (a)(2) and Failure to Pay Estimated Tax Penalty Under IRC § 6654

Case Citation

Fein v. Comm’, 504 F. App’x 41 (2d Cir.
2012), aff’g T.C. Memo. 2011-142, cert.
denied, 82 U.S.L.W. 3184 (2013)

Efron v. Comm’, T.C. Memo. 2012-338
Gardner v. Comm’, T.C. Memo. 2013-67,

appeal docketed, No. 13-72699 (9th Cir.
Aug. 1, 2013)

Gigliobianco v. Comm’, T.C. Memo. 2012-
276

Good v. Comm’, T.C. Memo. 2012-323

Herrera v. Comm’, T.C. Memo. 2012-308,
appeal docketed, No. 13-60018 (5th Cir.
Jan. 7, 2013)

Jenkins v. Comm’, T.C. Memo. 2012-283

Jones v. Comm’, T.C. Memo. 2013-132

Johnson v. Comm’, T.C. Memo. 2012-231

Kerstette v. Comm’r, T.C. Memo. 2012-239

Kohn v. Comm’, T.C. Summ. Op. 2012-86

Morris v. Comm’, T.C. Summ. Op. 2012-96

Niv v. Comm’, T.C. Memo. 2013-82

Padilla v. Comm’, T.C. Summ. Op. 2012-70
Philpott v. Comm’, T.C. Memo. 2012-307
Rasmussen v. Comm’, T.C. Memo. 2012-

353, appeal docketed, No. 13-2787 (8th
Cir. Aug. 13, 2013)

Repetto v. Comm’, T.C. Memo. 2012-168

Reynoso v. Comm’, T.C. Memo. 2013-25

Robinson v. Comm’, 487 F. App’x 751 (3d
Cir. 2012), aff’g T.C. Memo. 2011-99

Issue(s)

6651 (a)(1) no evidence of reasonable cause

6651 (a)(1) no evidence of reasonable cause

6651 (a)(1) no evidence of reasonable cause; 6654 no excep-
tions; 6651(a)(2) IRS did not meet its burden of production

6651 (a)(1) reliance on tax professional to file return does
not establish reasonable cause

6654 imposition proper for 2003 and 2006 but not proper
for 2002, because IRS did not produce evidence that TP was
required to make payments; 6651(a)(2) no evidence of rea-
sonable cause

6651(a)(1) postal service’s illegible post mark did not estab-
lish reasonable cause

6651 (a)(1) no evidence of reasonable cause

6651(a)(1) lack of knowledge of the tax code or tax obliga-
tions did not establish reasonable cause; (a)(2) no evidence
of reasonable cause; 6654 imposition proper

6651 (a)(1) no reasonable cause for 2003 or 2004 because
returns were due prior to hurricane Katrina; reasonable
cause did exist for 2005 since TP could not be expected

to file a return after records had been destroyed in the
hurricane

6651 (a)(1) no evidence of reasonable cause

6651 (a)(1) TP's unsupported statement that he was
assisting his son with drug and gambling addiction did not
establish reasonable cause

6651(a)(1) delayed filing due to work commitments did not
establish reasonable cause

6651 (a)(1) TP’s disability and reliance on tax professional did
not establish reasonable cause

6651 (a)(1) no evidence of reasonable cause
6651 (a)(1) no evidence of reasonable cause

6651 (a)(1) no evidence of reasonable cause

6651 (a)(1) TP failed to file required form to report excess
contributions to IRA; (a)(2) reliance on tax professional did
not establish reasonable cause

6651(a)(1) reliance on another person to prepare and file
return did not establish reasonable cause; (a)(2) no evidence
of reasonable cause; 6654 imposition proper for 2006 but
not for 2007 because TP was not required to make estimat-
ed tax payments for 2006

6651 (a)(1) waiting for decision from the Tax Court regarding
a prior dispute did not establish reasonable cause because
the decision was entered prior to the due date of the return

Pro Se | Decision

No

Yes

No

No

Yes

No

Yes

Yes

No

Yes

Yes

Yes

Yes

No

Yes

Yes

No

No

Yes

IRS

IRS

Split

IRS

Split

IRS

IRS

IRS

Split

IRS

IRS

IRS

IRS

IRS
IRS

IRS

IRS

Split

IRS
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Table 6: Failure to File Penalty Under IRC § 6651 (a)(1), Failure to Pay an Amount Shown As Tax on Return

Under IRC § 6651 (a)(2) and Failure to Pay Estimated Tax Penalty Under IRC § 6654

Case Citation

Son Gee Wine and Liquors, Inc. v. Comm’,
T.C. Memo. 2013-62

Stephens v. Comm’, T.C. Memo. 2013-47,
appeal docketed, No. 13-14235 (11th Cir.
Sept. 18, 2013)

Stidham v. Comm’r, T.C. Summ. Op. 2012-
61

Thousand Oaks Residential Care Home |,
Inc. v. Comm’, T.C. Memo. 2013-10

Trescott v. Comm’, T.C. Memo. 2012-321

Twin Rivers Farm, Inc. v. Comm, T.C. Memo.

2012-184
Ward v. Comm?, T.C. Memo. 2013-133
Worsham v. Comm’, T.C. Memo. 2012-219,

affd, 112 A.FT.R.2d (RIA) 5035 (4th Cir.
2013)

Issue(s)

6651(a)(1), (a)(2) no evidence of reasonable cause

6651(a)(1), (a)(2), 6654 IRS did not meet its burden of
production

6651 (a)(1) no evidence of reasonable cause

6651(a)(1), (a)(2) TP reasonably relied on advice from tax
professional

6651 (a)(1) belief that income was not taxable did not estab-
lish reasonable cause; (a)(2) no evidence of reasonable
cause; 6654 no exception

6651 (a)(1) no evidence of reasonable cause
6651 (a)(1) no evidence of reasonable cause
6651(a)(2) frivolous arguments did not establish reasonable

cause; 6654 TP had tax liability and was required to make
estimated payments

Appendices

Pro Se | Decision

No

Yes

Yes

No

Yes

No

Yes

Yes

IRS

P

IRS

P

IRS

IRS

IRS

IRS
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Appendices

Table 7:

Case Citation

Charitable Deductions Under IRC § 170

Issue(s)

Individual Taxpayers (But Not Sole Proprietorships)

Pro Se | Decision

Beirne v. Comm’, T.C. Summ. Op. 2013-2

Bell v. Comm’, T.C. Summ. Op. 2013-20

Bernstine v. Comm’, T.C. Summ. Op. 2013-
19

Bilyeu v. Comm’, T.C. Memo. 2012-161
Callahan v. Comm’, T.C. Memo. 2013-131

Cunningham v. Comm’, T.C. Summ. Op.
2013-27

Evenchik, Estate of v. Comm’, T.C. Memo.
2013-34

Foster v. Comm’, T.C. Summ. Op. 2012-90

Kaufman v. Shulman, 687 F.3d 21 (1st Cir.
2012), vacating and remanding 136 T.C.
294 (2011), denying reconsideration of 134
T.C. 182 (2010)

Longino v. Comm’r , T.C. Memo. 2013-80

Minnick v. Comm?, T.C. Memo. 2012-345,
appeal docketed, No. 13-73234 (9th Cir.
Sept. 16, 2013)

Moses v. Comm’, T.C. Summ. Op. 2012-
118

Naylor v. Comm’, T.C. Memo. 2013-19

Patel v. Comm’, 138 T.C. 395 (2012)

Peries v. Comm’, T.C. Summ. Op. 2012-84

Pollard v. Comm’, T.C. Memo. 2013-38,
appeal docketed, No. 13-9001 (10th Cir.
May 8, 2013)

Quinn v. Comm?, T.C. Memo. 2012-178

Rothman v. Comm?, T.C. Memo. 2012-163,
vacated in part on reconsideration, T.C.
Memo. 2012-218

Rothman v. Comm™, T.C. Memo. 2012-218,
vacating in part on reconsideration T.C.
Memo. 2012-163

Scheidelman v. Comm’r, 682 F.3d 189
(2d Cir. 2012), vacating and remanding
T.C. Memo. 2010-151, on remand at T.C.
Memo. 2013-18

Unsubstantiated noncash contributions; value of property
donated not established

TP failed to establish delivery of the deed for the conveyance
of real estate contribution; other unsubstantiated noncash
contributions

Unsubstantiated cash contributions

Unsubstantiated cash contributions
Unsubstantiated cash contributions

Unsubstantiated cash contributions for 2003 through 2006;
however, TP substantiated cash contributions for 2002

Unsubstantiated noncash contribution of corporate stock;
valuation of property not established by a qualified appraisal

Valuation of conservation easement
Substantiation requirements satisfied for the contribution

of a conservation easement; easement appraisal upheld by
substantial compliance doctrine

Unsubstantiated cash contribution; TP failed to establish
that donee organization qualifies as a charitable organization
under § 170

TP mortgagor failed to satisfy subordination requirement for
conservation easement contribution

Unsubstantiated cash contributions

Unsubstantiated contribution carryover disallowed

TPs’ (H&W) charitable contribution deduction for transfer of
partial interest in property disqualified under § 170(f)(3)

Unsubstantiated cash contributions

TP’s quid pro quo exchange lacked charitable intent;
valuation

Unsubstantiated cash contributions

Valuation of conservation easement

Valuation of conversation easement

Valuation of conservation easement

Yes

Yes

Yes

Yes

No

Yes

No

Yes

No

Yes

No

Yes

Yes

Yes

Yes

No

Yes

No

No

No

IRS

IRS

IRS

IRS
IRS

Split

IRS

IRS

™

IRS

IRS

IRS

IRS

IRS

IRS

IRS

IRS

IRS

Split

™
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Table 7: Charitable Deductions Under IRC § 170

Appendices

Case Citation ‘ Issue(s) ‘ Pro Se ‘ Decision
Scheidelman v. Comm’, T.C. Memo. 2013- Valuation of conservation easement No IRS
18, remand ordered by 682 F.3d 189 (2d
Cir. 2012), appeal docketed, No. 13-2983
(2nd Cir. Aug. 8, 2013)
Smith-Hendricks v. Comm’, T.C. Summ. Op. | Unsubstantiated cash contributions Yes IRS
2013-22
Van Der Lee v. Comm’, 501 F. App’x 30 (2d | Unsubstantiated cash and noncash contributions No IRS
Cir. 2012), aff’g T.C. Memo. 2011-234
Villareale v. Comm’, T.C. Memo. 2013-74 Unsubstantiated cash contributions No IRS
Wall v. Comm’, T.C. Memo. 2012-169 Noncash contribution for donation of facade easement disal- | Yes IRS
lowed because conservation purpose was not protected in
perpetuity
Whitehouse Hotel Ltd. P'ship v. Comm’r, 139 | Valuation of conservation easement No IRS
T.C. 304 (2012), supplementing 131 T.C.
112 (2008), vacated and remanded by 615
F.3d 321 (5th Cir. 2010), appeal docketed,
No. 13-60131 (5th Cir. Mar. 1, 2013)
Winnett v. Comm’, T.C. Summ. Op. 2013-25 | Unsubstantiated cash and noncash contributions; contribu- Yes IRS
tion carryover disallowed
Wright v. Comm’, T.C. Memo. 2013-129 Unsubstantiated noncash contributions Yes IRS
Business Taxpayers (Corporations, Partnerships, Trusts, and Sole Proprietorships — Schedules C, E, F)
Averyt v. Comm’, T.C. Memo. 2012-198 Substantiation requirements satisfied for the contribution of No TP
a conservation easement
Belk v. Comm’, 140 T.C. 1 (2013), motion Contribution of a conservation easement not a qualified No IRS
for reconsideration denied, T.C. Memo. conservation contribution because it failed to meet the
2013-154, appeal docketed, No. 13-2161 requirements of §§ 170(h)(2) and (5)
(4th Cir. Sept. 19, 2013)
Boone Operations Co., L.L.C. v. Comm’, T.C. | Unsubstantiated noncash contribution; valuation of bargain No IRS
Memo. 2013-101 sale not established
Crimi v. Comm’, T.C. Memo. 2013-51 Substantiation requirements satisfied; valuation of bargain No TP
sale established
Flood v. Comm’, T.C. Memo. 2012-243 Unsubstantiated cash contributions for 2004 & 2005; Yes IRS
noncash charitable deduction for 2005 reduced because con-
tribution of properties was limited to cost basis
Gunkle v. Comm, T.C. Memo. 2012-305, TP failed to establish that donee organization qualifies as a No IRS
appeal docketed, No. 13-60245 (5th Cir. charitable organization under § 170
Apr. 12, 2013)
Irby v. Comm’, 139 T.C. 371 (2012) Donated conservation easement made exclusively for con- No TP
servation purposes; valuation of easement established;
substantiation requirements satisfied
Rehman v. Comm’, T.C. Memo. 2013-71 Donation made to an individual in India with no evidence that | Yes IRS
individual was tied to a donee organization which qualifies as
a charitable organization under § 170
Riether v. Comm’, 919 F. Supp. 2d 1140 Unsubstantiated noncash contributions of medical equip- No IRS
(D.N.M. 2012) ment; also failed to establish that donee organization
qualifies as a charitable organization under § 170
RP Golf, LLC v. Comm’r, T.C. Memo. 2012- Substantiation requirements satisfied for the contribution of No Split

282

a conservation easement; however, donated conservation
easement not made pursuant to § 170(h)(4)(A)iii)(Il)
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Table 7: Charitable Deductions Under IRC § 170

Case Citation ‘ Issue(s) ‘ Pro Se ‘ Decision
Trout Ranch, LLC v. Comm’r, 493 F. App’x Valuation of conversation easement No IRS

944 (10th Cir. 2012), aff’g T.C. Memo.

2010-283

Williams v. Comm’, 498 F. App’x 284 (4th Contribution of property held for less than one year limited No IRS

Cir. 2012), aff’g T.C. Memo. 2011-89 to basis
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Table 8:

Appellate-Level Sanctions

Appendices

Frivolous Issues Penalty Under IRC § 6673 and Related

Case Citation Issue(s) Pro Se | Decision | Amount
Individual Taxpayer (But Not Sole Proprietorships)
Buckardt v. Comm’, T.C. TP petitioned for review of IRS decision to file a notice of Yes TP
Memo. 2012-170, appeal federal tax lien and proceed with a levy action and cooperated
docketed, No. 12-72119 (9th with tax authorities
Cir. July 3, 2012)
Burt v. Comm’, T.C. Memo. TP petitioned for redetermination of deficiency and penalties Yes IRS $20,000
2013-58, appeal docketed, and asserted frivolous arguments
No. 13-1946 (6th Cir. July 7,
2013)
Clark v. Comm’, T.C. Memo. TP petitioned for review of IRS decision to file a notice of Yes TP
2012-182 federal tax lien and claimed he was not an employee and his
wages were not income as defined by the tax code
Crites v. Comm’, T.C. Memo. TP petitioned for review of IRS decision to sustain levy and Yes TP
2012-267 argued she is not a person as defined in the IRC; TP raised
one nonfrivolous claim
Curtis v. Comm’, T.C. Memo. TP petitioned for redetermination of deficiency and penalties, Yes IRS $25,000
2013-12, appeal docketed, argued her income was not taxable within the meaning of the
No. 13-72743 (9th Cir. Aug. 7, | law, and unreasonably failed to pursue available administrative
2013) remedies
Davenport v. Comm’, T.C. TP petitioned for redetermination of deficiency and objected to | Yes IRS $4,000
Memo. 2013-41 the admission of evidence such as a W-2 as hearsay
Flint v. Comm’, T.C. Memo. TP petitioned for review of the IRS’s decision to file a federal Yes TP
2012-287 tax lien and argued he did not have income as he was not a
federal employee or corporate officer; owes no tax because
he is a naturalized citizen of the State of Idaho, not a U.S.
citizen; did not participate in taxable activities; and Forms W-2
can only be used “against” a person engaged in business or a
holder of public office
Grandy v. Comm’, T.C. Memo. | TP petitioned for redetermination of deficiency and argued he Yes IRS $3,000
2012-196 is not a U.S. citizen, does not reside in a “Federal area,” only
officers or employees of the government pay taxes, and he did
not earn wages as defined in the tax code
Huminski v. Comm™, T.C. TP petitioned for redetermination of deficiency and asserted No TP
Memo. 2012-302 frivolous arguments
Klingenberg v. Comm’, T.C. TP petitioned for review of IRS decision to proceed with collec- | Yes IRS $3,000
Memo. 2012-292, appeal tions and maintained proceedings solely for delay
docketed, No. 13-70506 (9th
Cir. Feb. 11, 2013)
Leyshon v. Comm’, T.C. Memo. | TP petitioned for redetermination of deficiency and argued that | Yes TP
2012-248 the IRS does not have the authority to assess tax; TP also
submitted voluminous, irrelevant, and incorrect documents to
the court
Nelson v. Comm’, T.C. Memo. TP petitioned for redetermination of deficiency and claimed TP | Yes IRS $2,000
2012-232, aff'd by Nelson v. was not an employee as defined in the tax code and did not
Comm’, 112 A.ET.R.2d (RIA) earn wages
6247 (11th Cir. 2013)
Nix v. Comm’, T.C. Memo. TP petitioned for redetermination of deficiency and penalties Yes TP
2012-304, appeal docketed, and claimed the term wages is not defined and has no force
No. 13-12316 (11th Cir. of law
May 22, 2013)
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Table 8: Frivolous Issues Penalty Under IRC § 6673 and Related Appellate-Level Sanctions

Case Citation Issue(s) Decision | Amount
Roye v. Comm’, T.C. Memo. TP petitioned for redetermination of deficiency and asserted Yes IRS $15,000
2012-246 that the notice of deficiency was signed by an individual lack-
ing the delegated authority to do so, it does not clearly state
a liability of the taxpayers, the IRS lacks the authority to file
substitutes for returns, and the notice impacted the taxpayer’s
religious freedom; TP failed to appear for trial
Snow v. Comm’, T.C. Memo. TP petitioned for redetermination of deficiency and penalties Yes IRS $8,000
2013-114 and argued his activities were not taxable because his employ-
ers were not “Subtitle C statutory employers”
Trescott v. Comm’, T.C. Memo. | TP petitioned for redetermination of deficiency and penalties Yes TP
2012-321 and asserted frivolous arguments
Weatherly v. Comm’, T.C. TPs (H&W) petitioned for redetermination of deficiency and Yes TP
Memo. 2012-320 penalties and asserted frivolous claims but abandoned them
on brief
Winslow v. Comm’, 139 T.C. TP petitioned for redetermination of deficiency and penalties Yes IRS $2,500
270 (2012) and argued the IRS employee who issued the notice of defi-
ciency lacked authority to issue deficiencies
Zook v. Comm’, T.C. Memo. TP petitioned for review of IRS decision to sustain a tax lien Yes IRS $2,000
2013-128 and argued substitutes for return constitute computer fraud;
notices of deficiencies are mail fraud; the IRS is overstepping
the authorities granted to it; and that she received no income
Business Taxpayers (Corporations, Partnerships, Trusts, and Sole Proprietorships — Schedules C, E, F)
Bentley v. Comm’, T.C. Memo. | TP petitioned for redetermination of deficiency but failed to Yes TP
2012-294 provide evidence to support disallowed deductions
Worsham v. Comm’, 112 TP petitioned for redetermination of deficiency and argued the | Yes TP
A.ET.R.2d (RIA) 5035 (4th federal income tax is unconstitutional, the IRS did not account
Cir. 2013), aff’'g Worsham v. for his basis value in his labor, and that IRS forms violate the
Comm’r, T.C. Memo. 2012-219 | Paperwork Reduction Act
Section 6673 Penalty Not Requested or Imposed but Taxpayer Warned to Stop Asserting Frivolous Arguments
Good v. Comm’, T.C. Memo. TP petitioned for redetermination of deficiency and penalties Yes
2012-323 and claimed he is exempt from taxes because his activities
were religious, anything he received belonged to God, and he
had no filing requirement
Harper v. Comm’, T.C. Memo. TP petitioned for review of IRS decision to proceed with levy Yes
2013-79 and maintained proceedings primarily for delay
Jenkins v. Comm’, T.C. Memo. | TP petitioned for redetermination of deficiency and penalties Yes
2012-181 and claimed he received zero nonemployee compensation
Kramer v. Comm’, T.C. Memo. | TPs (H&W) petitioned for redetermination of deficiency and Yes
2012-192 claimed their wages were not income as defined by the tax
code
Rice v. Comm’, T.C. Memo. TP petitioned for review of the IRS’s appeals office decision Yes
2012-301 to sustain a federal tax lien and argued that the IRS is merely
a debt collector and therefore not a part of the US government
O’Brien v. Comm', T.C. Memo. | TP petitioned for review of IRS decision to proceed with levy Yes
2012-326 action and claimed she did earn income
Satkiewicz v. Comm', T.C. TPs (H&W) petitioned for review of IRS decision to proceed Yes
Memo. 2013-73 with collection action and claimed their due process rights
under the 5th Amendment were violated; TPs claimed their
equal protection rights under the 14th Amendment were
violated
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Table 8: Frivolous Issues Penalty Under IRC § 6673 and Related Appellate-Level Sanctions

Case Citation

Issue(s)

Appendices

‘ Pro Se ‘ Decision | Amount

Stanwyck v. Comm’, T.C. TP petitioned for review of IRS decision to deny innocent Yes
Memo. 2012-180, appeal spouse relief and to proceed with collection action and main-
docketed, No. 12-73136 (9th tained proceedings solely for delay
Cir. Oct. 1, 2012)
Zaklama v. Comm’, T.C. Memo. | TPs (H&W) petitioned for redetermination of deficiency and Yes
2012-346 penalties and maintained proceedings solely to delay
U.S. Court of Appeals’ Decisions on Appeal of § 6673 Penalties Imposed by the US Tax Court
Garber v. Comm’, 500 F. App’x | TP appealed the Tax Court’s decision upholding the IRS’s Yes IRS $1,000
540 (7th Cir. 2013), aff’g T.C. | determination of deficiencies and imposition of the frivolous
Memo. 2012-47 issue penalty and asserted his wages are not taxable income
and the tax code does not require him to file an income tax
return
Hyde v. Comm’, 471 F. App’x TP appealed the Tax Court’s decision upholding the IRS’s Yes IRS $3,000
537 (8th Cir. 2012), aff’g determination of a deficiency and imposition of the frivolous
T.C. Memo. 2011-104, cert. issue penalty and asserted the notice of deficiency was invalid
denied, 133 S. Ct. 903 (2013) | because the substitute for return did not comply with the
Paperwork Reduction Act; TP also asserted she is not liable
because tax laws are incomprehensible
Leyva v. Comm’, 483 F. App’x | TP appealed the Tax Court’s decision upholding the IRS’s Yes IRS $5,000
371 (9th Cir. 2012), aff’g determination of a deficiency and imposition of the frivolous
T.C. Docket No. 25427-09 issue penalty and asserted that the value of his labor is
(Jan. 18, 2011) excluded from gross income
Mattson v. Comm’, 111 TP appealed the Tax Court’s decision regarding whether the Yes IRS $2,000
A.FT.R.2d (RIA) 839 (9th Cir. IRS could proceed to collect his liabilities and asserted the
2013), aff’g T.C. Docket No. Tax Court acted in excess of its jurisdiction
19245-09L
U.S. Court of Appeals’ Decisions on Sanctions Under § 7482(c)(4), FRAP Rule 38, or Other Authority
Buckardt v. Comm’r, 474 F. TP appealed the Tax Court’s decision upholding the IRS’s Yes TP
App’x 612 (9th Cir. 2012), determination of deficiencies
aff’g T.C. Memo. 2010-145
Garber v. Comm’, 500 F. App’x | TP appealed the Tax Court’s decision upholding the IRS’s Yes IRS $4,000
540 (7th Cir. 2013), aff’g T.C. | determination of deficiencies and imposition of the frivolous
Memo. 2012-47 issue penalty and asserted his wages are not taxable income
and the tax code does not require him to file an income tax
return
Leyva v. Comm’, 483 F. App’x | TP appealed the Tax Court’s decision upholding the IRS’s Yes TP
371 (9th Cir. 2012), aff’g determination of deficiencies and imposition of the frivolous
T.C. Docket No. 25427-09 issue penalty and argued no law requires him to pay taxes
(Jan. 18, 2011) assessed by the Commissioner of the IRS
Palmer v. Comm’, 503 F. App’x | TP appealed the Tax Court’s redetermination of deficiency and | Yes IRS $8,000
596 (10th Cir. 2012), aff’g T.C. | penalties and argued that only district directors can issue
Docket No. 1398-10 (Feb. 6, notices of deficiency
2012)
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Table 9:

Property to Payment of Tax under IRC § 7403

Pro
Case Citation Issue(s) Se

Individual Taxpayers (But Not Sole Proprietorships)

Civil Actions to Enforce Federal Tax Liens or to Subject

Aiello, U.S. v., 2013 U.S. Dist. LEXIS 77854 Federal tax liens valid and foreclosed against TP’s real prop- | Yes IRS
(E.D.N.Y. 2013) erty, despite transfer to wife
Barnes, U.S. v., 111 A.ET.R.2d (RIA) 367 (11th Record did not support attachment of federal tax liens to No TP
Cir. 2012), vacating 110 A.FT.R.2d (RIA) 5088 trust property; orders of foreclosure and sale vacated
(M.D. Fla. 2012)
Benoit, U.S. v., 481 F. App’x 403 (9th Cir. 2012), | Affirmed lower court’s decision to foreclose on federal tax Yes IRS
aff'g 107 A.F.T.R.2d (RIA) 2577 (S.D. Cal. 2011) | liens
Bishop, U.S. v., 111 A.FT.R.2d (RIA) 1772 (E.D. Federal tax liens valid and foreclosed on TP’s property No IRS
Pa. 2013)
Capriotti, U.S. v., 111 A.FT.R.2d (RIA) 1624 (E.D. | Federal tax liens valid and foreclosed on TPs’ (H&W) property | No IRS
Cal. 2013), judgment entered, 111 A.F.T.R.2d despite transfer to trust
(RIA) 1834 (E.D. Cal. 2013)
Cloninger, U.S. v., 110 A.FT.R.2d (RIA) 6914 Government’s seeking one-half interest in TP’s property did Yes IRS
(N.D. Cal. 2013) not preclude foreclosure of valid federal tax liens
Cohen, U.S. v., 930 F. Supp. 2d 962 (C.D. IIl. Federal tax liens valid and foreclosed on TP’s property Yes IRS
2013) despite corporation holding title under alter ego theory
Deguire, U.S. v., 111 A.ET.R.2d (RIA) 1477 (D. Government’s summary judgment motion to foreclose federal | No TP
Ariz. 2013) tax liens denied
Dickert, U.S. v., 2012 U.S. Dist. LEXIS 187223 Federal tax liens valid and foreclosed on TP’s real property, Yes IRS
(N.D. Fla. 2012), adopted by 2013 U.S. Dist. despite transfer to wife
LEXIS 43430 (N.D. Fla. 2013)
Elmore, U.S. v., 110 A.ET.R.2d (RIA) 5223 (W.D. Federal tax liens valid and attached to TP’s property, subject | No IRS
Wash. 2012) to a precise tabulation of TP’s 1987 income from sale of

property and correction of TP’'s 1992 assessment
Flaherty, U.S. v., 474 F. App’x 613 (9th Cir. Affirmed lower court’s decision to foreclose on federal tax Yes IRS
2012), aff'g 2010 U.S. Dist. LEXIS 125158 liens
Goodman, U.S. v., 111 A.ET.R.2d 2267 (10th Cir. | Federal tax liens valid and foreclosed on TP’s property Yes IRS
2013), aff’g 110 A.FET.R.2d (RIA) 5447 (D. Colo.
2013)
Hopkins, U.S. v., 927 F. Supp. 2d 1120 (D.N.M. Federal tax liens valid and foreclosed on four properties held | Yes IRS
2013) by TP’s nominees
Johnson, U.S. v., 111 A.ET.R.2d (RIA) 1551 (S.D. | Federal tax liens valid and attached to TP’s properties No Split
Tex. 2013) despite transfer to daughter; motion to foreclose on liens

denied because amount of tax owed disputed
Marciello, U.S. v., 2013 U.S. Dist. LEXIS 43582 Granted summary judgment and ordered foreclosure with Yes IRS
(D. Mass. 2013), adopting 2013 U.S. Dist. respect to TP’s one-third interest in real property but denied
LEXIS 43589 (D. Mass. 2013) motion because issues of material fact existed with respect

to sale of marital home
Melot, U.S. v., 2012-2 U.S.T.C. (CCH) § 50,667 Federal tax liens valid and foreclosed on TP’s property No IRS
(D.N.M. 2012)
Montesinos, U.S. v., 2012 U.S. Dist. LEXIS Federal tax lien valid despite having been filed under mis- No IRS
134328 (S.D.N.Y. 2012) spelled name.
O’Callaghan, U.S. v., 500 F. App’x 843 (11th Cir. | Affirmed lower court’s decision that federal tax lien was valid | Yes IRS
2012), aff’'g 108 A.FET.R.2d RIA 5158 (M.D. Fla. | and foreclosed on TP’s property
2011)
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Table 9: Civil Actions to Enforce Federal Tax Liens or to Subject Property to Payment of Tax under IRC § 7403

Pro
Case Citation Issue(s) Se

Porath, U.S. v., 490 F. App’x 789 (6th Cir. 2012), | Affirmed lower court’s decision that federal tax liens valid
aff’s 764 F. Supp. 2d 883 (E.D. Mich. 2011) and foreclosed on TP’s one-half interest in property fraudu-

lently transferred to TP’s wife.
Reading, U.S. v., 110 A.ET.R.2d (RIA) 5965 (D. Federal tax liens valid and foreclosed on TP’s home despite No IRS
Ariz. 2012) transfer to trust
Rigler, U.S., 885 F. Supp. 2d 923 (S.D. lowa Federal tax liens valid and foreclosed on TP’s property No IRS
2012) despite transfer to trust under alter ego theory
Simons, U.S. v., 476 F. App’x 171 (10th Cir. Affirmed lower court’s decision that federal tax liens valid Yes IRS
2012), aff’g 108 A.ET.R.2d (RIA) 6031 (D. Utah | and foreclosed on TP’s real property
2011)
Smith, U.S. v., 109 A.ET.R.2d (RIA) 2359 (W.D. Federal tax liens valid and foreclosed; TP’s wife not entitled Yes IRS
Wash. 2012) to proceeds from the sale of property under community prop-

erty law- until tax liens satisfied
Tingey, U.S. v., 716 F.3d 1295 (10th Cir. 2013), Affirmed lower court decision to foreclose on TP’s property No IRS
aff’g Brown, U.S. v., 108 A.ET.R.2d (RIA) 6755 despite transfer to trust
(D. Utah 2011)
Welch, U.S. v., 111 A.ET.R.2d (RIA) 1587 (D. Federal tax liens valid and foreclosed against TP’s property; Yes IRS
Colo. 2013), adopting 111 A.F.T.R.2d (RIA) 1573 | transfer of property to trust and then to TP’s daughter disre-
(D. Colo. 2013) garded as nominee transfer
Williams, U.S. v., 110 A.ET.R.2d (RIA) 6199 (S.D. | Federal tax liens valid and foreclosed on TP’s property Yes IRS
Ind. 2012) despite fraudulent transfer to trust
Wolfers, U.S. v., 110 A.ET.R.2d (RIA) 6481 (M.D. | Federal tax liens valid and foreclosed on TP’s property Yes IRS
Fla. 2012)
Vernon, U.S. v., 485 F. App’x 892 (9th Cir. 2012), | Affirmed lower court’s decision that federal tax liens were Yes IRS
aff’g 110 A.ET.R.2d (RIA) 6084 (D. Ak. 2012) valid and foreclosed on TP’s property
Youngquist, U.S. v., 2013 U.S. Dist. LEXIS 87610 | Federal tax liens valid and foreclosed on TP’s property Yes IRS
(D. Or. 2013), adopted by, 11 A.FT.R.2d 2467
(D. Or. 2013)
Zaccardi, U.S. v., 110 A.ET.R.2d (RIA) 6679 (D. Federal tax liens valid and foreclosed on TP’s property; trans- | Yes IRS
Utah 2012), appeal docketed No. 13-4106 (10th | fer of property disregarded as nominee transfer
Cir. July 18, 2013)
Business Taxpayers (Corporations, Partnerships, Trusts, and Sole Proprietorships — Schedules C, E, F)
Sanford, U.S. v., 110 A.ET.R.2d (RIA) 5440 (N.D. | Federal tax liens valid and foreclosed on TP’s property No IRS
Miss. 2012)
Sequoia Property and Equip., L.R v. U.S., 498 F. Affirmed district court’s order of judicial sale in government No IRS
App’x 747 (9th Cir. 2012) action to reduce to judgment federal income tax assess-

ments and foreclose against TP
Stewart Mechanical Enters., Inc., U.S. v., 109 Federal tax liens valid and attached to TP’s property; declined | No IRS
A.ET.R.2d (RIA) 2652 (W.D. Ky. 2012) to address priority of lien holders
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Table 10:

Relief from Joint and Several Liability Under IRC § 6015

Inter-
Case Citation Issue(s) Se venor

Alvarado v. Comm’, T.C. Summ. Op. 2013-41 6015(b), (c), (f) (understatement)
Chaput v. Comm’, T.C. Summ. Op. 2012-69 6015(c) (understatement) Yes Yes TP
Cole v. Comm’, T.C. Summ. Op. 2013-34 6015(b), (f) (understatement) Yes No IRS
Cross v. Comm’, 499 F. App’x 857 (11th Cir. 6015 request condition precedent for intervention | No Yes TP*
2012), aff’g in part and dismissing in part T.C. by joint filer
Docket No. 9480-09 (Oct. 17, 2011)
Cutler v. Comm’, T.C. Memo. 2013-119 6015(f) (underpayment) No No TP
Deihl v. Comm’, T.C. Memo. 2012-176, appeal 6015(b), (c), (f) (understatement) No No IRS
docketed, No. 12-74169 (9th Cir. Dec. 21, 2012)
Elman, U.S. v.,,110 A.FE.T.R.2d (RIA) 6993 (N.D. IIl. District Court did not have jurisdiction to deter- No No IRS
2012) mine innocent spouse claim raised as a defense
in a collection suit
Gallego v. Comm’, T.C. Summ. Op. 2012-97, 6015(f) (underpayment) No No TP
reconsidering T.C. Summ. Op. 2011-139
Galvan v. Comm’, T.C. Summ. Op. 2012-112 Dismissed for lack of jurisdiction; 6015(f) denial No No IRS
not invalidated by removal of two year rule
Garavaglia v. Comm’, 111 A.F.T.R.2d (RIA) 1600 6015(b), (f) (understatement) No No IRS
(6th Cir. 2013), aff’g T.C. Memo. 2011-228
Haag v. Shulman, 683 F.3d 26 (1st Cir. 2012), 6015(g) prior proceedings bar relief No No IRS
aff’g T.C. Memo. 2011-87
Haggerty v. Comm’, 505 F. App’x 335 (5th Cir. 6015(f) (underpayment) No No IRS
2012), aff’g T.C. Memo. 2011-284
Harrington v. Comm’, T.C. Memo. 2012-285 6015(c) (understatement) Yes Yes TP*
Henson v. Comm?, T.C. Memo. 2012-288 6015(f) (underpayment) No Yes IRS
Hudgins v. Comm’, T.C. Memo. 2012-260 6015(f) (underpayment) No No IRS
Jorgenson v. Comm’, T.C. Summ. Op. 2013-10 6015(f) (underpayment) Yes No IRS
Karam v. Comm’, 504 F. App’x 416 (6th Cir. 6015(f) (underpayment) No No IRS
2012), aff’g T.C. Memo. 2011-230
Marzullo v. Comm’, T.C. Memo. 2013-120 6015b), (c), and (f) (understatement) No No IRS
Mui v. Comm’, T.C. Memo. 2013-83 6015 (c) (understatement) No No TP
O’Neil v. Comm’, T.C. Memo. 2012-339 6015(f) (underpayment) No Yes IRS
Popowski, U.S. v., 110 A.FT.R.2d (RIA) 6997 District Court lacked jurisdiction to determine No No IRS
(D.S.C. 2012) innocent spouse claim raised as a defense in a
collection suit
Reiff v. Comm’, T.C. Summ. Op. 2013-40 6015(b), (f) (understatement) Yes No IRS
Simmons Perrine Moyer Bergman, PLC v. Coleman, | District Court lacked jurisdiction to determine inno- | No No IRS
111 A.RET.R.2d (RIA) 1237 (N.D. lowa 2013) cent spouse claim raised in an interpleader suit
Smith v. U.S., 495 F. App’x 44 (Fed. Cir. 2012), 6015(e) (understatement); because court lacked Yes No IRS
aff’g 101 Fed. Cl. 474 (2011), cert. denied, 133 jurisdiction over refund claim, it lacked jurisdiction
S. Ct. 1288 (2013) over innocent spouse defense
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Table 10: Relief from Joint and Several Liability Under IRC § 6015

Case Citation

Stanwyck v. Comm’, T.C. Memo. 2012-180, appeal
docketed, No. 12-73136 (9th Cir. Oct. 1, 2012)

Tompkins v. Comm’, T.C. Memo. 2013-24

Tu Pham v. Comm’, T. C. Memo. 2012-171

Williamson v. Comm’, T.C. Memo. 2013-78

Wilson v. Comm’, 705 F.3d 980 (9th Cir. 2013),
aff’g T.C. Memo. 2010-134

Yosinski v. Comm’, T.C. Memo. 2012-195

Young v. Comm’, T.C. Memo. 2012-255

Issue(s)

6015(b), (c), (f) (understatement for 1997,1998
tax years), (underpayment for 1991 tax year)

6015 (b) (understatement)
6015(b), (c), (f) (understatement) Concession that

two-year rule no longer applies did not entitle tax-
payer to relief on the merits

6015(f) (underpayment)

6015 (f) (underpayment)

6015(c), (f) (understatement, underpayment)

6015(c) (understatement)

Pro

Se

Yes

Yes

No

No

No

Yes

Yes

Appendices

Inter- | Deci-
venor | sion
Yes IRS
No TP
No IRS
No IRS
No TP
No Split
No TP*

*The IRS agreed that the TP was entitled to relief with respect to at least one tax year in issue; only the intervenor or other joint filer was opposed.
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Taxpayer Advocate Service Directory

HEADQUARTERS

National Taxpayer Advocate
1111 Constitution Avenue NW
Room 3031,TA

Washington DC 20224

Phone: 202-317-6100

Fax:  855-810-2126

Deputy National Taxpayer Advocate

1111 Constitution Avenue NW
Room 3039, TA

Washington DC 20224
Phone: 202-317-6100

Fax:.  855-810-2128

SYSTEMIC ADVOCACY DIRECTORS

Director, Advocacy Initiatives

1111 Constitution Avenue NW
Room 3219, TA:SA:Al
Washington, DC 20224
Phone: 202-317-4205

Fax:  855-813-7410

AREA OFFICES

Andover

310 Lowell St., Stop 244
Andover, MA 01812
Phone: 978-247-9207
Fax:  855-836-2839

Atlanta

401 W. Peachtree St., NE
Room 1970, Stop 101-R
Atlanta, GA 30308
Phone: 404-338-8710
Fax:  855-822-1231

Cincinnati

312 Elm Street, Suite 2250
Cincinnati, OH 45202
Phone: 859-669-5556
Fax:  855-824-6406

Executive Director, Systemic
Advocacy

1111 Constitution Avenue, NW
Room 3219, TA:SA

Washington, DC 20224

Phone: 202-317-4213

Fax:  855-813-7410

Executive Director, Case Advocacy
1111 Constitution Avenue NW

Room 3213, TA:CA

Washington, DC 20224

Phone: 202-927-0755

Fax:  855-810-2129

Director, Systemic Advocacy
Systems

1111 Constitution Avenue NW
Room 3219, TA:SA:SAS
Washington, DC 20224

Phone: 202-317-4205

Fax:  855-813-7410

Dallas

4050 Alpha Road

Room 924, MS 3000 NDAL
Dallas, TX 75244

Phone: 972-308-7019
Fax:  855-829-1824

Kansas City

333 West Pershing Road
MS #P-L 3300

Kansas City, MO 64108
Phone: 816-291-9080
Fax:  855-833-6442

New York/International
290 Broadway, 14th Floor
New York, NY 10007
Phone: 212-298-2015
Fax: 855-816-9809
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Congressional Affairs Liaison

1111 Constitution Avenue, NW

Room 3031,TA

Washington DC 20224

Phone: 202-317-3255 or
202-317-3245

Fax:  855-810-5886

Director, Advocacy Implementation
and Evaluation

1111 Constitution Avenue NW

Room 3219, TA:SA:Al/E

Washington, DC 20224

Phone: 202-317-4205

Fax:  855-813-7410

Oakland

1301 Clay St., Suite 1030-N
Oakland, CA 94612

Phone: 510-637-2070
Fax:  855-819-5021

Richmond

400 North 8th Street, Room 328
Richmond, VA 23219

Phone: 804-916-3510

Fax: 855-821-0237

Seattle

915 Second Avenue
Stop W-404

Seattle, WA 98174
Phone: 206-220-4356
Fax: 855-829-5331
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Andover

310 Lowell St., Stop 120
Andover, MA 01810
Phone: 978-474-5549
Fax:  855-807-9700

Atlanta

4800 Buford Highway
Stop 29-A

Chamblee, GA 30341
Phone: 770-936-4500
Fax:  855-822-3420

Austin

3651 S. Interregional Highway
Stop 1005 AUSC

Austin, TX 78741

Phone: 512-460-8300

Fax:  855-204-5023

Brookhaven

1040 Waverly Ave., Stop 02
Holtsville, NY 11742
Phone: 631-654-6686
Fax:  855-818-5701

Cincinnati

201 Rivercenter Blvd.
Stop 11G

Covington, KY 41011
Phone: 859-669-5316
Fax:  855-828-2723

Fresno

5045 E Butler

Stop 1394

Fresno, CA 93888
Phone: 559-442-6400
Fax.  855-820-7112

Kansas City

333 W. Pershing Road
Stop 1005 S-2

Kansas City, MO 64108
Phone: 816-291-9000
Fax:  855-836-2835

Memphis

5333 Getwell Road
Stop 13

Memphis, TN 38118
Phone: 901-395-1900
Fax: 855-828-2727

Appendices

0Ogden

1973 N. Rulon White Blvd.

Stop 1005

Ogden, UT 84404
Phone: 801-620-7168
Fax:  855-832-7126

Philadelphia

2970 Market St.

Mail Stop 2-M20-300
Philadelphia, PA 19104
Phone: 267-941-2427
Fax:  855-822-1226

Appendix #3 — Most Litigated Issues Tables



Appendices

LOCAL OFFICES BY STATE AND LOCATION

Alabama (Birmingham)
801 Tom Martin Drive
Room 151

Birmingham, AL 35211
Phone: 205-912-5631
Fax:  855-822-2206

Alaska (Anchorage )
949 E. 36th Ave.

Stop A-405
Anchorage, AK 99508
Phone: 907-271-6877
Fax:  855-819-5022

Arizona (Phoenix)
4041 N. Central Ave.
MS-1005 PHX

Phoenix, AZ 85012
Phone: 602-636-9500
Fax: 855-829-5330

Arkansas (Little Rock)
700 W. Capitol Avenue
MS 1005 LIT

Little Rock, AR 72201
Phone: 501-396-5978
Fax:  855-829-5325

California (Laguna Niguel)
24000 Avila Road, Room 3361
Laguna Niguel, CA 92677
Phone: 949-389-4804

Fax:  855-819-5026

California (Los Angeles)
300 N. Los Angeles St.
Room 5109, Stop 6710
Los Angeles, CA 90012
Phone: 213-576-3140
Fax:  855-820-5133

California (Oakland)
1301 Clay St., Suite 1540-S
Oakland, CA 94612

Phone: 510-637-2703
Fax:  855-820-5137

California (Sacramento)
4330 Watt Ave., Stop SA5043
Sacramento, CA 95821
Phone: 916-974-5007

Fax:  855-820-7110

California (San Jose)
(reports to Oakland LTA)

55 S. Market St., Stop 0004
San Jose, CA 95113

Phone: 408-283-1500

Fax:  855-820-7109

Colorado (Denver)
1999 Broadway

MS 1005 DEN

Denver, CO 80202
Phone: 303-603-4600
Fax.  855-829-3838

Connecticut (Hartford)
135 High St., Stop 219
Hartford, CT 06103
Phone: 860-756-4555
Fax:  855-836-9629

Delaware (Wilmington)
1352 Marrows Road, Suite 203
Newark, DE 19711

Phone: 302-286-1654

Fax: 855-822-1225

District of Columbia (Washington
D.C.)

77 K Street, N.E.

Suite 1500

Washington, D.C. 20002

Phone: 202-803-9800

Fax.  855-810-2125

Florida (Ft. Lauderdale)
7850 SW 6th Court, Room 265
Plantation, FL 33324

Phone: 954-423-7677

Fax.  855-822-2208

Florida (Jacksonville)
400 West Bay St.

Room 535A, MS TAS
Jacksonville, FL 32202
Phone: 904-665-1000
Fax:  855-822-3414

Georgia (Atlanta)
401 W. Peachtree Street
Room 510, Stop 202-D
Atlanta, GA 30308
Phone: 404-338-8099
Fax:  855-822-1232
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Hawaii (Honolulu)
1099 Alakea St.

Floor 22, MS H2200
Honolulu, HI 96813
Phone: 808-566-2950
Fax:  855-819-5024

Idaho (Boise)

550 W. Fort St., M/S 1005
Boise, ID 83724

Phone: 208-363-8900
Fax.  855-829-6039

Illinois (Chicago)

230 S. Dearborn St.

Room 2820, Stop-1005 CHI
Chicago, IL 60604

Phone: 312-292-3800

Fax:  855-833-6443

lllinois (Springfield)
3101 Constitution Drive
Stop 1005 SPD
Springfield, IL 62704
Phone: 217-862-6382
Fax:  855-836-2831

Indiana (Indianapolis)
575 N. Pennsylvania St.
Stop TA771

Indianapolis, IN 46204
Phone: 317-685-7840
Fax:  855-827-2637

lowa (Des Moines)
210 Walnut St.

Stop 1005 DSM

Des Moines, IA 50309
Phone: 515-564-6888
Fax: 855-833-6445

Kansas (Wichita)

555 N. Woodlawn St., Bldg 4
Stop 1005-WIC, Suite 112
Wichita, KS 67208

Phone: 316-651-2100
Fax:  855-836-2834

Kentucky (Louisville)

600 Dr. Martin Luther King Jr. Place
Room 325

Louisville, KY 40202

Phone: 502-582-6030

Fax:  855-827-2640
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Louisiana (New Orleans)
1555 Poydras St.

Suite 220, Stop 2

New Orleans, LA 70112
Phone: 504-558-3003

Fax:  855-822-3418

Maine (Augusta)

68 Sewall St., Room 313
Augusta, ME 04330
Phone: 207-622-8528
Fax:  855-836-9623

Maryland (Baltimore)
31 Hopkins Plaza

Room 900

Baltimore, MD 21201
Phone: 443-853-6000
Fax: 855-821-0238

Massachusetts (Boston)
JFK Building

15 New Sudbury St.

Room 725

Boston, MA 02203

Phone: 617-316-2690

Fax:  855-836-9625

Michigan (Detroit)
500 Woodward

Stop 07, Suite 1000
Detroit, Ml 48226
Phone: 313-628-3670
Fax: 855-827-2634

Minnesota (St. Paul)
Wells Fargo Place

30 East 7th Street

Suite 817, Stop 1005 STP
St. Paul, MN 55101
Phone: 651-312-7999
Fax:  855-833-8237

Mississippi (Jackson)
100 W. Capitol St., Stop 31
Jackson, MS 39269
Phone: 601-292-4800
Fax:  855-822-2211

Missouri (St. Louis)
1222 Spruce St.

Stop 1005 STL

St. Louis, MO 63103
Phone: 314-612-4610
Fax:.  855-833-8234

Montana (Helena)
10 West 15th Street
Suite 2319

Helena, MT 59626
Phone: 406-444-8668
Fax.  855-829-6045

Nebraska (Omaha)
1616 Capitol Ave.

Suite 182, Mail Stop 1005
Omaha, NE 68102

Phone: 402-233-7272
Fax:  855-833-8232

Nevada (Las Vegas)

110 City Parkway, Stop 1005
Las Vegas, NV 89106

Phone: 702-868-5179

Fax:  855-820-5132

New Hampshire (Portsmouth)
Federal Office Building

80 Daniel St.

Portsmouth, NH 03801

Phone: 603-433-0571

Fax:  855-807-9698

New Jersey (Springfield)
955 S. Springfield Ave.

3rd Floor

Springfield, NJ 07081
Phone: 973-921-4043
Fax: 855-818-5695

New Mexico (Albuquerque)
5338 Montgomery Blvd. NE
Stop 1005 ALB

Albuquerque, NM 87109
Phone: 505-837-5505

Fax: 855-829-1825

New York (Albany)
11A Clinton Avenue
Suite 354

Albany, NY 12207
Phone: 518-427-5413
Fax:  855-818-4816

New York (Brooklyn)
2 Metro Tech Center
100 Myrtle Ave, 7th floor
Brooklyn, NY 11201
Phone: 718-834-220
Fax:  855-818-4818
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New York (Buffalo)

130 South EImwood Ave, Room 265
Buffalo, NY 14202

Phone: 716-961-5300

Fax:  855-818-4821

New York (Manhattan)
290 Broadway, 5th Floor
Manhattan, NY 10007
Phone: 212-436-1011
Fax:  855-818-4823

North Carolina (Greensbhoro)
Mail Stop 1

4905 Koger Boulevard, Suite 102
Greensboro, NC 27407

Phone: 336-574-6119

Fax: 855-821-0243

North Dakota (Fargo)
657 Second Avenue North
Room 244, Stop 1005 FAR
Fargo, ND 58102

Phone: 701-237-8342
Fax:  855-829-6043

Ohio (Cincinnati)

550 Main Street, Room 3530
Cincinnati, OH 45202

Phone: 513-263-3260

Fax: 855-824-6407

Ohio (Cleveland)
1240 E. 9th St.

Room 423

Cleveland, OH 44199
Phone: 216-522-7134
Fax:  855-824-6409

Oklahoma (Oklahoma City)
55 N. Robinson Ave.

Stop 1005 OKC

Oklahoma City, OK 73102
Phone: 405-297-4055

Fax:  855-829-5327

Oregon (Portland)

Mail Stop 0-405

1220 SW 3rd Ave, Suite GO04
Portland, OR 97204

Phone: 503-256-3591

Fax: 855-832-7118
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Pennsylvania (Philadelphia)
600 Arch St., Room 7426
Philadelphia, PA 19106

Phone: 215-861-1304

Fax:  855-821-2123

Pennsylvania (Pittsburgh)
1000 Liberty Ave.

Room 1400

Pittsburgh, PA 15222

Phone: 412-395-5987

Fax: 855-821-2125

Rhode Island (Providence)
380 Westminster St., 4th floor
Providence, RI 02903

Phone: 401-528-1921

Fax: 855-807-9696

South Carolina (Columbia)
1835 Assembly St.

Room 466, MDP-03

Columbia, SC 29201

Phone: 803-253-3029

Fax: 855-821-0241

South Dakota (Aberdeen)
115 4th Ave. SE

Suite 413

Aberdeen, SD 57401

Phone: 605-377-1600

Fax:.  855-829-6038

Tennessee (Nashville)
801 Broadway, Stop 22
Nashville, TN 37203
Phone: 615-250-5000
Fax: 855-828-2719

Texas (Austin)

300 East 9th Street
Stop 1005-AUS
Austin, TX 78701
Phone: 512-499-5875
Fax.  855-829-1827

Texas (Dallas)

1114 Commerce St.
MC:  1005DAL
Dallas, TX 75242
Phone: 214-413-6500
Fax:  855-829-1829

Texas (Houston)
1919 Smith St.

MC 1005 HOU
Houston, TX 77002
Phone: 713-209-3660
Fax: 855-829-3841

Utah (Salt Lake City)
50 S.200 E.

Stop 1005 SLC

Salt Lake City, UT 84111
Phone: 801-799-6958
Fax: 855-832-7121

Vermont (Burlington)

128 Lakeside Ave, Ste 204

Burlington, VT 05401
Phone: 802-859-1052
Fax: 855-836-9627

Virginia (Richmond)
400 North 8th Street
Room 916, Box 25
Richmond, VA 23219
Phone: 804-916-3501
Fax: 855-821-2127
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Washington (Seattle)
915 Second Avenue
Stop W-405

Seattle, WA 98174
Phone: 206-220-6037
Fax:  855-832-7122

West Virginia (Parkersburg)
425 Juliana Street

Room 2019

Parkersburg, WV 26101

Phone: 304-420-8695

Fax: 855-828-2721

Wisconsin (Milwaukee)
211 W. Wisconsin Ave.
Room 507, Stop 1005 MIL
Milwaukee, W1 53203
Phone: 414-231-2390
Fax: 855-833-8231

Wyoming (Cheyenne)
5353 Yellowstone Road
Cheyenne, WY 82009

Phone: 307-633-0800
Fax:  855-829-6071

Puerto Rico (Guaynabo)

City View Plaza |l

48 Carr 165, Suite 2000
Guaynabo, PR 00968

Phone: (Spanish) 787-522-8600
Phone: (English) 787-522-8601
Fax:  855-818-5697
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