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Freytag v. Commissioner, 110 T. C. 35 (1998)

The Tax Court retains jurisdiction over tax disputes even after a bankruptcy court
has ruled on the same issues, with the bankruptcy court’s decision binding under res
judicata.

Summary

The Freytags challenged tax deficiencies for 1978, 1981, and 1982, filing both a Tax
Court petition and a bankruptcy petition. The bankruptcy court determined Sharon
Freytag was not an innocent spouse and liable for the 1981 and 1982 taxes. The Tax
Court held it retained jurisdiction despite the bankruptcy court’s ruling, which was
binding under res judicata. The court denied Sharon Freytag’s motion to dismiss for
lack of jurisdiction, affirming the deficiencies for 1981 and 1982 and rejecting any
for 1978 based on the bankruptcy court’s findings.

Facts

The Commissioner of Internal Revenue issued a notice of deficiency to Thomas and
Sharon Freytag for tax years 1978, 1981, and 1982. The Freytags filed a petition in
the  U.  S.  Tax  Court.  Subsequently,  they  filed  for  bankruptcy,  leading  the
Commissioner to file proofs of claim for the same tax years in the bankruptcy court.
Sharon Freytag objected to the claims, arguing she was an innocent spouse. The
bankruptcy court ruled against her, determining she was liable for the taxes for
1981 and 1982. The Freytags then moved in the Tax Court to dismiss the case for
lack of jurisdiction.

Procedural History

The  Tax  Court  case  was  stayed  due  to  the  Freytags’  bankruptcy  filing.  The
bankruptcy court decided Sharon Freytag was not an innocent spouse and liable for
the 1981 and 1982 tax deficiencies. After the bankruptcy court’s decision, the stay
was lifted in the Tax Court. Sharon Freytag filed a motion for summary judgment,
seeking dismissal of the Tax Court case for lack of jurisdiction.

Issue(s)

1. Whether the Tax Court retains jurisdiction over a tax dispute after a bankruptcy
court has ruled on the same issues.
2. Whether the bankruptcy court’s decision on the tax liabilities is binding on the
Tax Court under the doctrine of res judicata.

Holding

1. Yes, because the Tax Court’s jurisdiction is not ousted by a bankruptcy court’s
ruling on the same issues; it retains in personam jurisdiction over the parties and
subject matter jurisdiction over the dispute.



© 2025 SCOTUSreports.com. All rights reserved. | 2

2. Yes, because under principles of res judicata, the bankruptcy court’s decision on
the merits of the tax dispute is binding on the Tax Court.

Court’s Reasoning

The  Tax  Court  reasoned  that  its  jurisdiction  remains  unimpaired  until  the
controversy is decided, even when a bankruptcy court has also ruled on the same
issues.  The court  cited  11 U.  S.  C.  sec.  362(a)(8)  which only  stays  Tax  Court
proceedings during bankruptcy, not ousting its jurisdiction. The court also relied on
the  legislative  history  of  the  Bankruptcy  Reform Act  of  1978,  which  indicated
concurrent jurisdiction with res judicata applying to avoid duplicative litigation. The
court  distinguished  pre-1980  cases  like  Comas,  Inc.  v.  Commissioner,  <span
normalizedcite="23  T.  C.  8“>23  T.  C.  8  (1954)  and  Valley  Die  Cast  Corp.  v.
Commissioner,  <span  normalizedcite="T.  C.  Memo  1983-103“>T.  C.  Memo
1983-103, stating they were based on the old Bankruptcy Act and did not apply to
the current  Bankruptcy Code.  The court  concluded that  the bankruptcy court’s
decision was binding under res judicata, and thus, the Tax Court would enter a
decision consistent with the bankruptcy court’s ruling.

Practical Implications

This decision clarifies that the Tax Court retains jurisdiction over tax disputes even
after a bankruptcy court has ruled on the same issues, with the latter’s decision
binding under res judicata. This means attorneys must consider the implications of
bankruptcy court decisions on ongoing Tax Court cases, as they will be binding on
the tax liabilities in question. The ruling also affects the timing of assessments, as
the period of limitations for making an assessment remains suspended until the Tax
Court’s  decision  becomes  final.  Practitioners  should  be  aware  that  filing  for
bankruptcy  does  not  automatically  dismiss  a  Tax  Court  case,  and  strategic
considerations must be made about the order and timing of proceedings in both
courts. This case has been cited in subsequent cases dealing with the interplay
between bankruptcy  and tax  court  proceedings,  reinforcing its  impact  on legal
practice in this area.


