Jennie Allen v. Commissioner of Internal Revenue, 61 T. C. 125 (1973)

An innocent spouse can be relieved of tax liability under Section 6013(e) for omitted
gross income attributable to the other spouse, but not for disallowed deductions or
the innocent spouse’s share of community property income.

Summary

In Allen v. Commissioner, Jennie Allen sought relief from tax liabilities for 1960-1962
under the ‘innocent spouse’ provisions of Section 6013(e). The court held that Allen
was eligible for relief for 1961 and 1962, but not for 1960, as the omitted income did
not exceed 25% of the reported income. The relief did not extend to disallowed
deductions or Allen’s share of community property income. The decision highlights
the limitations of innocent spouse relief and the importance of distinguishing
between types of income and deductions in joint tax filings.

Facts

Jennie Allen and Lewis E. Allen filed joint federal income tax returns for 1960, 1961,
and 1962. Lewis operated a grain storage business through two corporations and
engaged in other business activities. The returns omitted significant amounts of
gross income, including rent and distributions from the corporations. Jennie did not
participate in preparing the returns and was unaware of the omissions. The couple
divorced in 1966, with Jennie receiving various assets, many of which were
encumbered. Lewis failed to make required child support payments post-divorce.

Procedural History

The Commissioner determined deficiencies for the years 1960-1962 and Jennie Allen
sought relief under Section 6013(e). The case was heard by the U. S. Tax Court,
which ruled on the applicability of innocent spouse relief for the specified years.

Issue(s)

1. Whether Jennie Allen is entitled to relief under Section 6013(e) for the tax years
1960, 1961, and 1962.

2. Whether such relief extends to disallowed deductions and Jennie’s share of
community property income.

Holding

1. No, because for 1960, the omitted income attributable to Lewis did not exceed
25% of the gross income stated in the return. Yes, for 1961 and 1962, because the
omitted income exceeded 25% and Jennie met the other statutory requirements.

2. No, because Section 6013(e) relief does not apply to disallowed deductions or
Jennie’s share of community property income.
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Court’s Reasoning

The court applied Section 6013(e), which requires that omitted gross income
attributable to one spouse exceed 25% of the stated gross income, the innocent
spouse must not know of the omission, and it must be inequitable to hold the
innocent spouse liable. The court found that Jennie met the latter two requirements
for all years but failed the 25% test for 1960. The court also clarified that relief
under Section 6013(e) is limited to omitted gross income and does not extend to
disallowed deductions or the innocent spouse’s share of community property
income. The court rejected Jennie’s argument that certain disallowed deductions
should be treated as omitted income, emphasizing the statutory language limiting
relief to omitted gross income.

Practical Implications

This case underscores the importance for attorneys to carefully analyze the
components of tax deficiencies when advising clients on innocent spouse relief.
Practitioners should distinguish between omitted income and disallowed deductions,
as well as consider the impact of community property laws. The decision also
highlights the need to assess whether omitted income significantly exceeds the 25%
threshold and whether the innocent spouse benefited from the omitted income.
Subsequent cases have further refined these principles, but Allen remains a
foundational case for understanding the scope and limitations of Section 6013(e)
relief.
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