Nis Family Trust v. Commissioner, 115 T. C. 523 (2000)

Frivolous tax protester arguments can lead to severe sanctions, including judgment
on the pleadings, imposition of penalties, and personal liability for attorney’s fees.

Summary

The Nis Family Trust and related petitioners challenged IRS deficiency
determinations with frivolous tax protester arguments, claiming no obligation to pay
taxes due to lack of consideration and no legitimate government authority over
them. The Tax Court granted judgment on the pleadings for the IRS on the tax
deficiencies, finding the petitioners’ arguments frivolous and groundless. The court
also imposed penalties under IRC section 6673(a)(1) for instituting and maintaining
proceedings primarily for delay and ordered the petitioners’ attorney to pay excess
costs under section 6673(a)(2) for unreasonably and vexatiously multiplying the
proceedings.

Facts

The IRS issued notices of deficiency to the Nis Family Trust, Nis Venture Trust, and
Hae-Rong and Lucy B. Ni for the 1995 tax year, based on adjustments disallowing
various deductions and treating trust income as taxable to the Nis. The petitioners
filed petitions asserting frivolous tax protester arguments, claiming no tax liability
due to lack of consideration and no legitimate government authority over them. They
did not substantively address the IRS’s adjustments. The petitioners’ attorney,
Crystal D. Sluyter, entered her appearance and persisted in making meritless
arguments, filing frivolous motions, and issuing irrelevant subpoenas.

Procedural History

The IRS moved for judgment on the pleadings and partial summary judgment on the
accuracy-related penalties. The Tax Court consolidated the cases, denied the
petitioners’ motions for protective orders, and ordered the petitioners and their
attorney to show cause why sanctions should not be imposed. The court granted the
IRS’s motions for judgment on the pleadings regarding the deficiencies and for
partial summary judgment on the penalties, and imposed sanctions on the
petitioners and their attorney.

Issue(s)

1. Whether the Tax Court should grant judgment on the pleadings in favor of the IRS
regarding the tax deficiencies, given the petitioners’ frivolous arguments.

2. Whether the Tax Court should grant partial summary judgment in favor of the IRS
on the accuracy-related penalties under IRC section 6662.

3. Whether the Tax Court should impose penalties on the petitioners under IRC
section 6673(a)(1) for instituting and maintaining proceedings primarily for delay
and advancing frivolous positions.
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4. Whether the Tax Court should require the petitioners’ attorney to pay excess
costs under IRC section 6673(a)(2) for unreasonably and vexatiously multiplying the
proceedings.

Holding

1. Yes, because the petitioners failed to address the IRS’s adjustments and raised
only frivolous tax protester arguments, conceding the adjustments under Tax Court
Rule 34(b)(4).

2. Yes, because the petitioners were deemed to have admitted negligence and
substantial understatements of income, satisfying the requirements for the section
6662 penalties.

3. Yes, because the petitioners instituted and maintained the proceedings primarily
for delay and advanced frivolous and groundless positions, warranting penalties
under section 6673(a)(1).

4. Yes, because the petitioners’ attorney acted in bad faith by unreasonably and
vexatiously multiplying the proceedings, warranting an award of excess costs under
section 6673(a)(2).

Court’s Reasoning

The Tax Court applied Tax Court Rule 120(a) in granting judgment on the pleadings,
as the petitioners failed to assign justiciable errors to the IRS’s determinations and
relied solely on frivolous tax protester arguments. The court found that the
petitioners conceded the IRS’s adjustments under Rule 34(b)(4) by not addressing
them in their petitions. The court also applied Rule 121(b) in granting partial
summary judgment on the section 6662 penalties, finding that the petitioners’
deemed admissions of negligence and substantial understatements satisfied the
legal requirements for the penalties. Under section 6673(a)(1), the court imposed
penalties on the petitioners for instituting and maintaining proceedings primarily for
delay and advancing frivolous positions, considering their noncooperation,
nonresponsiveness, and the frivolous nature of their arguments. The court ordered
the petitioners’ attorney to pay excess costs under section 6673(a)(2), finding that
she acted in bad faith by unreasonably and vexatiously multiplying the proceedings
through meritless motions and arguments. The court emphasized that the
petitioners’ and their attorney’s actions were entirely without color and served no
purpose other than to delay and annoy the court and the IRS.

Practical Implications

This decision underscores the severe consequences of advancing frivolous tax
protester arguments in Tax Court. Practitioners should advise clients against
pursuing such arguments, as they can lead to judgment on the pleadings, imposition
of significant penalties, and personal liability for attorney’s fees. The decision also
highlights the importance of properly addressing IRS adjustments in petitions and
cooperating with discovery requests. Tax professionals should ensure that their
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pleadings and motions are well-founded and relevant to the issues at hand, avoiding
actions that could be deemed unreasonable or vexatious. This case serves as a
warning to tax protesters and their attorneys that the Tax Court will not tolerate
frivolous arguments and will impose sanctions to deter such conduct.
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