Powell v. Commissioner, T.C. Memo. 1959-36 (1959)

r

A taxpayer’s knowing inclusion of personal expenses as business deductions on their
tax return, despite awareness of their impropriety, constitutes fraud with intent to
evade tax, even if influenced by an advisor.

Summary
r

Powell, an airline pilot, claimed deductions for travel expenses, including personal
trips, on his tax return. The IRS determined a deficiency and asserted fraud
penalties. The Tax Court found that while some deductions were based on a
misunderstanding of tax law, Powell knowingly included personal travel expenses as
business deductions. The Court held that this demonstrated fraudulent intent to
evade tax, even if an advisor suggested the deductions were permissible. The court
upheld the fraud penalty but allowed some adjustments to the deficiency calculation.

Facts

r
Powell was an airline pilot based in Chicago but temporarily assigned to Washington
D.C. He claimed deductions for expenses incurred while away from Chicago,
including living expenses in Washington and travel costs. These deductions included
amounts for personal trips taken for pleasure. Powell’s tax return was prepared by
Nimro, who advised him that all expenses while away from Chicago were deductible.
Powell admitted that some claimed expenses were estimates and that he questioned
the deductibility of personal trips. He was reimbursed for some expenses by his
employer, TWA.r

Procedural History

r
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r

The Commissioner of Internal Revenue assessed a deficiency in Powell’s income tax
and determined that part of the deficiency was due to fraud. Powell petitioned the
Tax Court for a redetermination of the deficiency and to contest the fraud penalty.
The Tax Court reviewed the evidence and arguments presented by both parties to
determine whether fraud existed.r

Issue(s)
r

r

Whether the taxpayer fraudulently intended to evade tax by claiming deductions for
personal travel expenses on his income tax return, despite some reliance on a tax
advisor.r

Holding
r

r
Yes, because the taxpayer knowingly included personal travel expenses as business
deductions, demonstrating an intent to evade tax, regardless of an advisor’s
influence. The court stated, “The deficiency was due in part to fraud, with intent to
evade tax.”r

Court’s Reasoning
r

r

The court acknowledged Powell’s argument that he relied on Nimro’s advice.
However, the court found that Powell knew he was not entitled to deduct personal
travel expenses. The court reasoned that while a misunderstanding of complex tax
rules might excuse some improper deductions, claiming deductions for purely
personal pleasure trips demonstrated a conscious effort to avoid paying the full
amount of tax. The court emphasized that Powell, given his intelligence and
experience, should have known that personal trips were not deductible business
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expenses. The court concluded that Powell either knowingly filed a false return with
fraudulent intent or was incredibly gullible, but found the former more likely based
on the evidence. The court stated, “It is our conclusion that the petitioner did not
believe or think that in computing the amount of his tax he was entitled to deduct
from gross income amounts expended by him for travel for personal pleasure. He
knew that such items were not expenditures in the course of his employment.”r

r

Practical Implications
r

r
This case illustrates that taxpayers cannot blindly rely on advisors to justify claiming
improper deductions. Taxpayers have a duty to exercise due diligence and ensure
that deductions claimed on their tax returns are legitimate. A key takeaway is that
knowingly including personal expenses as business deductions is strong evidence of
fraudulent intent, even if an advisor suggests it’s permissible. This case is often
cited to emphasize the importance of taxpayer responsibility and the limits of the
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