Neilson v. Commissioner, 94 T. C. 1 (1990)

The Tax Court has jurisdiction to redetermine federal income tax deficiencies for
pre-bankruptcy years even if the notice of deficiency is issued after discharge but
before the bankruptcy proceeding closes.

Summary

In Neilson v. Commissioner, the U. S. Tax Court addressed its jurisdiction to
redetermine tax deficiencies for pre-bankruptcy years. The taxpayers, Robert and
Dorothy Neilson, had filed for bankruptcy and were discharged before receiving a
notice of deficiency from the IRS. The court held that it could assume jurisdiction
once the automatic stay was lifted, even if the bankruptcy proceeding had not yet
terminated. This case clarifies the interplay between bankruptcy and tax court
proceedings, affirming that the Tax Court can adjudicate tax matters post-discharge
without deciding dischargeability issues, which remain the province of bankruptcy
courts.

Facts

Robert and Dorothy Neilson filed for bankruptcy in June 1987 under Chapter 7. They
listed a disputed tax liability of $8,400 in their bankruptcy schedules, but the
specific 1983 and 1984 tax deficiencies in question were not included. They received
discharge orders in October 1987. In December 1987, the IRS mailed a notice of
deficiency for the 1983 and 1984 tax years, which were assessed after the discharge
but before the bankruptcy proceedings closed. The Neilsons filed a petition with the
Tax Court in March 1988, after their bankruptcy cases were closed.

Procedural History

The Neilsons filed for bankruptcy in June 1987 and were discharged in October
1987. The IRS mailed a notice of deficiency in December 1987, before the
bankruptcy proceedings were closed. The Neilsons filed a petition with the Tax
Court in March 1988, after the bankruptcy cases were closed. The Tax Court
addressed the jurisdictional issue and the merits of the tax deficiencies.

Issue(s)

1. Whether the Tax Court has jurisdiction to redetermine federal income tax
deficiencies for pre-bankruptcy years when the notice of deficiency was issued after
discharge but before the bankruptcy proceeding closed.

2. Whether the Tax Court has jurisdiction to determine if the taxes in question were
discharged in the bankruptcy proceeding.

3. Whether the allowable home office expenses for the Neilsons’ day-care business
should be redetermined.

Holding
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1. Yes, because the automatic stay is lifted upon discharge, allowing the Tax Court
to assume jurisdiction over the tax deficiencies, even if the notice was issued before
the bankruptcy proceeding closed.

2. No, because the Tax Court lacks jurisdiction to determine dischargeability issues,
which are within the purview of the bankruptcy court.

3. Yes, because the Neilsons’ use of their residence for day-care purposes was
recalculated to 90 hours per week, increasing their allowable deductions.

Court’s Reasoning

The court reasoned that under the 1978 Bankruptcy Code and the Bankruptcy Tax
Act of 1980, the automatic stay prohibiting Tax Court proceedings is lifted upon
discharge, allowing the court to assume jurisdiction over tax deficiencies. The court
distinguished this case from Graham v. Commissioner by noting that the notice of
deficiency could be mailed after discharge but before the bankruptcy proceeding
closed. The court also emphasized that it lacked jurisdiction to determine
dischargeability, which is a matter for the bankruptcy court. On the merits, the
court found that the Neilsons’ use of their residence for day-care purposes was
higher than the IRS’s calculation, leading to increased allowable deductions. The
court cited section 280A and the proposed regulations under section 1. 280A-2(i)(4)
in determining the allowable deductions.

Practical Implications

This decision clarifies that the Tax Court can adjudicate tax deficiencies for pre-
bankruptcy years once the automatic stay is lifted, even if the bankruptcy
proceeding has not yet closed. This is significant for taxpayers and the IRS in
navigating the timing of deficiency notices and Tax Court petitions in relation to
bankruptcy proceedings. The ruling also reinforces the separation of powers
between the Tax Court and bankruptcy courts, with dischargeability issues
remaining under the jurisdiction of the latter. Practically, this means that taxpayers
must address dischargeability in the bankruptcy court, while the Tax Court focuses
solely on the merits of tax deficiencies. For similar cases, this decision provides a
framework for assessing jurisdiction and calculating deductions for home office use
in day-care businesses.
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