Jonson v. Commissioner, 118 T. C. 106 (2002)

In Jonson v. Commissioner, the U. S. Tax Court ruled that Barbara J. Jonson,
deceased, was not eligible for innocent spouse relief under Section 6015 of the
Internal Revenue Code. The court found that Barbara had reason to know of the tax
understatements from a tax shelter investment, and thus could not claim relief
under Section 6015(b), (c), or (f). This decision clarifies the criteria for innocent
spouse relief, emphasizing the importance of the requesting spouse’s knowledge and
the equitable considerations in granting such relief.

Parties

David C. Jonson and the Estate of Barbara J. Jonson, deceased, David C. Jonson as
successor in interest, were the petitioners. The respondent was the Commissioner of
Internal Revenue.

Facts

David and Barbara Jonson filed joint federal income tax returns for 1981 and 1982,
claiming substantial deductions from David’s investment in Vulcan Oil Technology, a
limited partnership aimed at oil and gas recovery. The IRS disallowed these
deductions, resulting in tax deficiencies. Barbara, aware of the investment and its
potential tax benefits and risks, died in 1996 while married to David. David, as her
personal representative, sought innocent spouse relief on her behalf under Section
6015, arguing that Barbara did not have actual knowledge of the understatements
and that it would be inequitable to hold her liable.

Procedural History

The Jonsons received a notice of deficiency dated April 14, 1987, and filed a petition
in the U. S. Tax Court on July 6, 1987. After Barbara’s death, the Estate of Barbara ]J.
Jonson, with David as successor in interest, was substituted as a petitioner. The
Jonsons conceded the underlying deficiencies, and the Commissioner conceded the
additions to tax. The case proceeded to trial, focusing on Barbara’s claim for
innocent spouse relief under Section 6015, which had replaced the former Section
6013(e).

Issue(s)

Whether Barbara ]. Jonson is entitled to relief from joint and several liability under
Section 6015(b), (c), or (f) of the Internal Revenue Code?

Rule(s) of Law

Section 6015(b) allows relief from joint liability if the requesting spouse did not
know and had no reason to know of the understatement, and it is inequitable to hold
them liable. Section 6015(c) permits allocation of liability if the requesting spouse is
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no longer married, legally separated, or not living with the other spouse at the time
of the election. Section 6015(f) provides discretionary equitable relief if it is
inequitable to hold the requesting spouse liable and relief is not available under (b)
or (c).

Holding

The Tax Court held that Barbara J. Jonson was not entitled to relief under Section
6015(b), (c), or (f). She had reason to know of the understatements and it was not
inequitable to hold her liable. Furthermore, she did not meet the eligibility
requirements for Section 6015(c) relief at the time of her death, and the
Commissioner’s denial of equitable relief under Section 6015(f) was not an abuse of
discretion.

Reasoning

The court applied the Price v. Commissioner approach to determine if Barbara had
reason to know of the understatements, considering her education, involvement in
financial affairs, and the benefits derived from the investment. Barbara’s awareness
of the Vulcan investment, the deductions claimed, and the potential tax risks were
significant factors. The court found that she had reason to know of the
understatements under Section 6015(b)(1)(C). Additionally, it would not be
inequitable to hold her liable, as she benefited from the tax savings, which helped
pay for their children’s education.

For Section 6015(c), the court ruled that Barbara did not meet the eligibility
requirements at the time of her death, as she was still married to and living with
David. The court rejected the argument that her death made her eligible for relief,
emphasizing that David, as her personal representative, could not elect relief on her
behalf if she was ineligible at the time of her death.

Under Section 6015(f), the court found that the Commissioner did not abuse his
discretion in denying equitable relief, given Barbara’s knowledge of the
understatements and the benefits she derived from them. The court considered
factors such as her awareness of the investment, the benefits received, and the
absence of economic hardship to her estate.

Disposition

The court entered a decision for the Commissioner regarding the deficiencies and
for the petitioners regarding the additions to tax under Section 6659.

Significance/Impact

This case clarifies the stringent requirements for innocent spouse relief under
Section 6015, particularly emphasizing the importance of the requesting spouse’s
knowledge of the understatements and the equitable considerations involved. It also
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highlights the limitations on eligibility for relief under Section 6015(c) for deceased
spouses, impacting how personal representatives can seek such relief on behalf of
deceased taxpayers. The decision underscores the need for careful consideration of
the requesting spouse’s involvement in financial affairs and the benefits derived
from the understatements when seeking innocent spouse relief.
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