Kroh v. Commissioner, 98 T. C. 383 (1992)

The tax liability of spouses filing a joint return remains separate for each spouse,
and a bankruptcy settlement with one spouse does not preclude the IRS from
pursuing full deficiencies against the other.

Summary

Carolyn Kroh and her husband filed joint tax returns. After her husband’s
bankruptcy and a subsequent settlement of his tax liabilities with the IRS, Carolyn
sought to prevent the IRS from pursuing her for the full amount of tax deficiencies.
The Tax Court held that the settlement with her husband did not bind Carolyn or
limit the IRS’s ability to assess her full tax liability. The court reasoned that joint and
several liability means each spouse’s tax liability is considered separately, and
neither res judicata nor collateral estoppel applied to bar the IRS’s action against
Carolyn.

Facts

Carolyn Kroh and George Kroh filed joint income tax returns for 1979, 1980, and
1982. George filed for bankruptcy in January 1987, and the IRS filed a proof of claim
in his bankruptcy case. In November 1989, the IRS and George’s bankruptcy trustee
reached a settlement on his tax liabilities for the years in question. The settlement
was approved by the bankruptcy court. Carolyn did not participate in the bankruptcy
proceedings and later sought to prevent the IRS from pursuing her for the full
amount of the tax deficiencies claimed in notices issued to her.

Procedural History

Carolyn received deficiency notices for 1979, 1980, and 1982. She filed petitions in
the Tax Court seeking redetermination of these deficiencies. After her husband’s
bankruptcy settlement, Carolyn moved to amend her petitions and for partial
summary judgment, arguing that the settlement should bind the IRS in her case. The
Tax Court granted her motion to amend but denied her motion for partial summary
judgment.

Issue(s)

1. Whether the IRS’s settlement with George Kroh in his bankruptcy case binds the
IRS in its action against Carolyn Kroh regarding the full amount of her tax
deficiencies and additions to tax.

2. Whether the principles of res judicata and collateral estoppel preclude the IRS
from litigating tax deficiencies against Carolyn that exceed the amounts settled in
George’s bankruptcy case.

Holding
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1. No, because the tax liabilities of spouses filing a joint return are considered
separate under the law of joint and several liability, and the IRS may pursue each
spouse separately for the full amount of the deficiencies.

2. No, because the causes of action against each spouse are separate, Carolyn was
not a party or privy to George’s bankruptcy case, and the settlement was not an
adjudication on the merits necessary for collateral estoppel to apply.

Court’s Reasoning

The Tax Court applied the principle of joint and several liability as established in
Dolan v. Commissioner, which holds that each spouse’s tax liability must be
determined separately, and prior assessments against one spouse do not affect the
other. The court also rejected Carolyn’s arguments for applying res judicata and
collateral estoppel. It reasoned that these doctrines require the same cause of
action, which was not present here, as the IRS’s claims against each spouse were
separate. Additionally, Carolyn was not a party or privy to her husband’s bankruptcy
case, and the settlement was not an adjudication on the merits. The court noted that
the IRS could only collect amounts exceeding those paid in George’s bankruptcy
case, emphasizing the IRS’s right to one satisfaction of the joint obligation.

Practical Implications

This decision underscores that when spouses file joint tax returns, each remains
individually liable for the full tax obligation, and a settlement with one spouse in
bankruptcy does not preclude the IRS from pursuing the other for the full amount of
any tax deficiencies. Practitioners should advise clients on the implications of joint
filing, particularly in the context of potential bankruptcy. The ruling also clarifies
that bankruptcy settlements do not automatically apply to non-debtor spouses for
tax purposes, requiring attorneys to carefully consider the separate nature of each
spouse’s liability in tax disputes. This case has been cited in subsequent rulings,
reinforcing the principle that joint and several liability allows the IRS to assess each
spouse independently.
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