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Judge v. Commissioner, T.C. Memo. 1986-476

The  Tax  Court  has  jurisdiction  to  determine  overpayments  of  additions  to  tax
(penalties) under sections 6651(a)(1), 6651(a)(2), and 6654 of the Internal Revenue
Code, even when such additions are not subject to deficiency procedures, provided
the court has jurisdiction over the underlying tax.

Summary

Petitioners William and Joan Judge contested additions to tax for failure to timely file
and pay income taxes for 1976 and 1978. The Tax Court addressed its jurisdiction
over these penalties, even when not directly tied to a tax deficiency. The court held
it  had jurisdiction to determine overpayments of  penalties,  emphasizing judicial
economy and  consistent  interpretation  of  ‘overpayment’  across  forums.  On  the
merits, the court found the Judges liable for penalties, rejecting their ‘reasonable
cause’ defense based on a history of late filings and continued business activity
during  claimed  illness  periods.  The  court  concluded  the  failures  were  due  to
negligence and intentional disregard of tax rules.

Facts

Petitioners  filed  their  1976  and  1978  tax  returns  late,  in  1980  and  1982,
respectively.  The IRS assessed penalties for late filing (section 6651(a)(1)),  late
payment (section 6651(a)(2)),  and failure to pay estimated taxes (section 6654).
Petitioners  argued  ‘reasonable  cause’  for  late  filing  due  to  accountant  issues,
William  Judge’s  heart  surgery  and  related  health  problems,  and  a  criminal
investigation. Evidence showed a history of delinquent filings dating back to 1970.
Despite  health  issues,  Mr.  Judge  was  active  in  business,  signing  numerous
partnership returns and real estate documents during the relevant periods.

Procedural History

The IRS issued a notice of deficiency for additions to tax under section 6651(a)(1).
Petitioners amended their petition to dispute additions under sections 6651(a)(1),
6651(a)(2),  and  6654.  The  IRS  amended  its  answer  to  include  additions  for
negligence under section 6653(a). The case proceeded in Tax Court to determine
jurisdiction over the penalties and the petitioners’ liability.

Issue(s)

Whether the Tax Court has jurisdiction over additions to tax under sections1.
6651(a)(1), 6651(a)(2), and 6654 when these additions are based on amounts
shown on a return and are not directly attributable to a deficiency.
Whether petitioners were liable for additions to tax under sections 6651(a)(1)2.
and 6651(a)(2) for failure to timely file and pay taxes for 1976 and 1978.
Whether petitioners were liable for additions to tax under section 6654 for3.
failure to pay estimated tax for 1978.
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Whether petitioners were liable for additions to tax under section 6653(a) for4.
negligence or intentional disregard of rules and regulations for 1976 and 1978.

Holding

Yes, the Tax Court has jurisdiction because section 6512(b), in conjunction1.
with section 6659(a)(2), grants the court power to determine overpayments of
additions to tax, even those not subject to deficiency procedures, when the
court has jurisdiction over the underlying tax.
Yes, because petitioners failed to demonstrate ‘reasonable cause’ for their late2.
filing and payment, given their history of delinquency and continued business
activities.
Yes, because in 1978, section 6654 did not provide a ‘reasonable cause’3.
exception, and petitioners conceded non-payment.
Yes, because petitioners’ consistent pattern of late filing and active4.
engagement in business affairs demonstrated negligence and intentional
disregard of tax rules.

Court’s Reasoning

Jurisdiction: The court reasoned that section 6659(a)(2) treats additions to tax as
‘tax’  unless  specifically  excluded  by  subchapter  B  of  chapter  63  (deficiency
procedures).  Section  6512(b),  governing  overpayment  jurisdiction,  is  outside
subchapter B. Thus, a literal reading of sections 6512(b) and 6659(a)(2) suggests
additions to tax are part of ‘tax’ for overpayment purposes. The court emphasized
the intent of section 6512(a) to give the Tax Court exclusive jurisdiction once a
petition is filed, preventing bifurcated litigation in different forums. Referencing
Treasury Regulations (Sec. 301.6611-1(b)), the court noted ‘overpayment’ includes
‘any  interest,  addition  to  the  tax,  or  additional  amount,’  further  supporting
jurisdiction over penalties.

Reasonable  Cause:  The  court  rejected  the  ‘reasonable  cause’  defense,  citing
petitioners’ history of late filings, ability to manage business affairs, and the doctor’s
testimony indicating Mr. Judge’s recovery prior to the 1976 return due date. The
court  found no causal  link between the surgery and the persistent  late filings,
concluding, “There is no reason to believe that his surgery prevented him from filing
his personal income tax returns while he was capable of continuing his involvement
in  such  business  activities.  Rather,  his  failure  to  file  returns  appears  to  be  a
continuation of his ongoing pattern of delinquent return filing.”

Negligence: The court found negligence under section 6653(a) based on the same
facts negating ‘reasonable cause.’ Petitioners were aware of their filing obligations
and capable of fulfilling them, yet continued a pattern of late filing, demonstrating
negligence and intentional disregard of tax regulations.

Practical Implications
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Judge clarifies the Tax Court’s jurisdiction to resolve overpayment issues related to
penalties, even when those penalties are not directly linked to a deficiency in the
underlying tax. This is crucial for taxpayers seeking a comprehensive resolution in
Tax Court. The case underscores the high bar for proving ‘reasonable cause’ for late
filing and payment, especially when a pattern of delinquency exists. Taxpayers must
demonstrate a genuine impediment to compliance,  not  merely inconvenience or
delegation to advisors with their own issues. This case reinforces the importance of
timely tax compliance and the potential for penalties even if  the underlying tax
liability is eventually paid. It has been cited in subsequent cases regarding Tax
Court jurisdiction over penalties and the ‘reasonable cause’ defense.


