3T.C.1184 (1944)

A taxpayer who is jointly and severally liable for a state income tax, even if the tax is
assessed on their spouse’s income, is entitled to deduct the full amount of the tax
paid from their federal gross income.

Summary

Al Jolson paid California state income tax on his wife’s income for 1939, for which
they were jointly liable under California law. He deducted this payment on his 1940
federal income tax return. The IRS disallowed the deduction, arguing the tax was
not imposed directly on Jolson. The Tax Court held that because Jolson was equally
liable for the tax under California law, he was entitled to deduct the payment from
his gross income, regardless of the property settlement agreement with his wife.

Facts

The Petitioner, Al Jolson, and his then wife, Ruby Keeler Jolson, resided in California
during 1939. They filed separate California state income tax returns for that year.
Ruby Keeler Jolson reported income consisting primarily of her share of community
income earned by Al Jolson. Jolson and his wife had a separation agreement that
stipulated that Jolson would pay his wife’s state income tax liability for 1939.

Jolson paid $7,062.61, the amount due on his wife’s California state income tax
return, in 1940. Jolson deducted this amount on his 1940 federal income tax return,
which the Commissioner disallowed.

Procedural History

The Commissioner of Internal Revenue assessed a deficiency against Jolson for the
1940 tax year, disallowing a deduction for the California state income tax payment.
Jolson petitioned the Tax Court for a redetermination of the deficiency. The Tax
Court considered the deductibility of the state income tax payment as the primary
issue.

Issue(s)

Whether the petitioner, who paid California state income tax on his wife’s income for
which he was equally liable under state law, is entitled to deduct that payment from
his federal gross income.

Holding

Yes, because under California law, the petitioner was equally liable for the payment
of the state income tax on the community income, regardless of the agreement with
his wife.

Court’s Reasoning
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The court relied on Section 29 of the Personal Income Tax Act of California, which
states that both the spouse who controls the disposition of community income and
the spouse who is taxable on such income are liable for the taxes imposed on that
income. Additionally, Section 172 of the California Civil Code gives the husband
management and control of the community personal property.

The court emphasized that Jolson had equal liability for the tax under California law.
Citing F.C. Nicodemus, Jr., 26 B.T.A. 125, the court stated that it is well settled that
a husband who pays taxes for which he is jointly and severally liable may deduct the
whole thereof in his Federal income tax return. It also cited Charles F. Fawsett, 30
B.T.A. 908, where the taxpayer was allowed to deduct taxes paid on his wife’s
income where state law required the income of the wife to be added to that of her
husband and assessed against him for tax purposes.

The court dismissed the IRS’s argument that the payment was made pursuant to a
property settlement, stating that a contractual agreement cannot override a legal
obligation to pay taxes. The court cited Magruder v. Supplee, 316 U.S. 394, for the
proposition that parties cannot change the incidence of local taxes by their
agreement.

Practical Implications

This case clarifies that joint and several liability for state income taxes allows either
spouse to deduct the full payment on their federal return. Taxpayers in community
property states can deduct state income taxes paid on community income if they are
jointly liable for the tax. The existence of a separate agreement between spouses
does not negate the deductibility of a tax for which the taxpayer is legally obligated.
This ruling informs tax planning in community property states, particularly during
divorce or separation, and reinforces the principle that legal liability, not contractual
arrangements, determines tax deductibility. Later cases have cited Jolson to support
the deductibility of various taxes where joint liability exists.
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