Smith v. Commissioner, 96 T. C. 10 (1991)

A debtor’s waiver of discharge in bankruptcy terminates the automatic stay,
allowing the Tax Court to have jurisdiction over the debtor’s tax liabilities.

Summary

Stephen L. Smith, in bankruptcy, waived his right to a discharge through a
settlement approved by the bankruptcy court. Subsequently, the IRS issued notices
of deficiency for his 1986 and 1987 tax years. The Tax Court ruled that the waiver
served as a denial of discharge, terminating the automatic stay under 11 U. S. C. §
362(c)(2)(C), thus granting jurisdiction over Smith’s case. This decision clarified that
a waiver of discharge effectively ends the automatic stay, allowing tax proceedings
to continue in the Tax Court.

Facts

Stephen L. Smith operated a sole proprietorship that was halted by a Florida
injunction, leading to the appointment of a receiver. Smith filed for Chapter 7
bankruptcy in 1989. The IRS filed a proof of claim, and Smith later waived his right
to a discharge in a settlement with the trustee, which the bankruptcy court
approved on September 12, 1989. Following this, the IRS issued statutory notices of
deficiency to Smith and his wife for tax years 1986 and 1987. Smith and his wife
filed separate petitions for redetermination, and Smith moved to stay the
proceedings in the Tax Court.

Procedural History

Smith filed for Chapter 7 bankruptcy on February 24, 1989. The IRS filed a proof of
claim on June 16, 1989. On September 12, 1989, the bankruptcy court approved a
settlement where Smith waived his right to a discharge. The IRS issued notices of
deficiency on September 26, 1989. Smith filed a petition for redetermination in the
Tax Court on December 26, 1989, and moved to stay proceedings on March 29,
1990. The Tax Court raised the jurisdictional issue sua sponte and ruled on January
15, 1991, that it had jurisdiction over Smith’s case.

Issue(s)

1. Whether Stephen L. Smith’s waiver of his right to a discharge in bankruptcy
served as a denial of discharge, thus terminating the automatic stay under 11 U. S.
C. § 362(c)(2)(C)?

2. Whether the Tax Court had jurisdiction over Smith’s petition for redetermination
of his tax liabilities?

Holding

1. Yes, because the waiver of discharge, once approved by the bankruptcy court,
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effectively served as a denial of discharge, terminating the automatic stay.
2. Yes, because the automatic stay was terminated prior to the filing of Smith’s
petition, thereby conferring jurisdiction to the Tax Court.

Court’s Reasoning

The court analyzed that the automatic stay under 11 U. S. C. § 362(a)(8) prohibits
the continuation of proceedings in the Tax Court concerning the debtor. However,
the stay terminates upon the earliest of case closure, dismissal, or the grant or
denial of a discharge under 11 U. S. C. § 362(c)(2). The court determined that
Smith’s written waiver of discharge, executed after the order for relief and approved
by the bankruptcy court, was equivalent to a denial of discharge under 11 U. S. C. §
727(a)(10). This termination of the stay allowed the IRS to issue notices of deficiency
and Smith to file his petition for redetermination without violating the stay. The
court emphasized that the policy underlying the automatic stay would not be served
after the waiver, as Smith would not receive a fresh start or any material benefit
from the bankruptcy court. The court also noted that the bankruptcy court’s decision
to abstain from determining Smith’s tax liabilities supported the conclusion that the
Tax Court had jurisdiction.

Practical Implications

This decision clarifies that a debtor’s waiver of discharge in bankruptcy terminates
the automatic stay, allowing tax proceedings to continue in the Tax Court.
Practitioners should advise clients that waiving a discharge means they cannot rely
on the automatic stay to delay tax deficiency proceedings. This ruling impacts how
tax liabilities are handled in bankruptcy cases, emphasizing the need for
coordination between bankruptcy and tax proceedings. Subsequent cases have
followed this precedent, ensuring that the Tax Court can adjudicate tax liabilities
when a discharge is waived, without the stay impeding the process.
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