McCoy v. Commissioner, 57 T. C. 732, 1972 U. S. Tax Ct. LEXIS 172 (1972)

An innocent spouse is not relieved of joint and several tax liability under Section
6013(e) if the omission of income results from ignorance of the tax consequences of
a transaction.

Summary

In McCoy v. Commissioner, the U. S. Tax Court ruled that Eva McCoy could not be
relieved of joint and several tax liability under Section 6013(e) for income omitted
from the 1965 tax return due to the incorporation of a partnership with liabilities
exceeding the adjusted basis of its assets. The court determined that her lack of
knowledge was merely ignorance of the tax consequences of the transaction, which
did not qualify her for relief under the statute. This decision clarifies that for
innocent spouse relief to apply, the unawareness must be of the underlying facts of
the transaction, not just its tax implications.

Facts

Robert L. McCoy and Eva M. McCoy filed joint tax returns for 1964 and 1965. In
1965, Robert incorporated a partnership he co-owned with James E. Curry, which
resulted in taxable income due to the partnership’s liabilities exceeding the adjusted
basis of the transferred assets. This income was not reported on the joint return. Eva
was aware of the partnership and its general nature but was not involved in the
business’s daily operations or the tax return preparation, though she reviewed the
returns before signing.

Procedural History

The Commissioner determined deficiencies for 1964 and 1965, which were largely
upheld by the Tax Court in a memorandum decision (T. C. Memo 1971-34). After the
enactment of Section 6013(e) in 1971, the McCoys sought reconsideration, arguing
Eva should be relieved of liability for the 1965 deficiency under the new statute. The
Tax Court held a hearing on this issue and issued the decision in 1972.

Issue(s)

1. Whether Eva McCoy can be relieved of joint and several liability for the 1965 tax
deficiency under Section 6013(e) due to her lack of knowledge of the omitted
income.

Holding

1. No, because Eva McCoy’s lack of knowledge was merely ignorance of the legal tax
consequences of the incorporation, which does not qualify for relief under Section
6013(e).
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Court’s Reasoning

The court applied Section 6013(e), which requires that the spouse seeking relief did
not know of and had no reason to know of the omission of income. The court found
that Eva’s unawareness was only of the tax consequences of the incorporation, not
the underlying facts of the transaction. The court cited legislative history indicating
that Section 6013(e) requires “complete ignorance of the omission,” and previous
cases where spouses were charged with knowledge due to their awareness of
related financial circumstances. The court also considered the requirement of
inequity under Section 6013(e)(1)(C) and found no inequity since both spouses were
equally ignorant of the tax implications. The court concluded that the “innocent
spouse” provisions were not intended for cases like this where the omission
stemmed from a mutual misunderstanding of tax law.

Practical Implications

This decision limits the scope of innocent spouse relief under Section 6013(e) by
requiring that the unawareness be of the underlying facts of the transaction, not just
its tax consequences. Attorneys advising clients on joint tax returns must ensure
clients understand the facts of their financial transactions, as ignorance of tax law
alone will not relieve them of liability. This case may influence how the IRS applies
Section 6013(e) in future cases and how courts interpret the requirements for
innocent spouse relief. Subsequent cases have distinguished McCoy when the
spouse’s lack of knowledge was of the underlying transaction itself, not merely its
tax effects.
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