Trout v. Commissioner, 131 T. C. 239 (2008)

In Trout v. Commissioner, the U. S. Tax Court upheld the IRS’s decision to default
an offer-in-compromise (OIC) due to the taxpayer’s failure to timely file tax returns
for 1998 and 1999. David Trout had agreed to timely file and pay taxes for five years
as part of his OIC, which settled his tax debt from 1989 to 1993. Despite his
argument that his breach was immaterial, the court found that timely filing was an
express condition of the OIC, requiring strict compliance. This ruling underscores
the IRS’s authority to reinstate full tax liabilities when taxpayers fail to meet OIC
terms, emphasizing the importance of federal common law principles in interpreting
such agreements.

Parties

David W. Trout, Petitioner, filed a petition against the Commissioner of Internal
Revenue, Respondent, in the United States Tax Court. Trout was represented by
Robert E. McKenzie and Kathleen M. Lach, while the Commissioner was represented
by Thomas D. Yang.

Facts

In January 1997, David Trout entered into an offer-in-compromise (OIC) with the
IRS, agreeing to pay $6,000 to settle tax liabilities totaling $128,736. 45 for the
years 1989, 1990, 1991, and 1993. The OIC included a condition that Trout would
timely file and pay his taxes for the next five years. Trout filed his 1996 tax return
late and failed to file returns for 1998 and 1999 on time. He claimed to have filed
the 1998 return in November 2003, which showed a refund due, and submitted an
unsigned 1999 return in late 2003, showing a liability of $164. Despite repeated
requests, Trout did not file a signed 1999 return. The IRS sent Trout a notice of
intent to levy in March 2004, leading to a Collection Due Process (CDP) hearing. The
Appeals officer upheld the collection action in March 2005, finding that Trout had
not complied with the OIC’s filing requirements.

Procedural History

Trout requested a Collection Due Process (CDP) hearing after receiving a notice of
intent to levy from the IRS in March 2004. The Appeals officer issued a notice of
determination in March 2005, sustaining the levy and refusing to reinstate the OIC.
Trout then petitioned the U. S. Tax Court, which reviewed the case under Rule 122
without a trial. The court found that the IRS did not abuse its discretion in upholding
the levy and denying reinstatement of the OIC.

Issue(s)

Whether the IRS abused its discretion by finding that Trout did not timely file his
1998 and 1999 tax returns and by refusing to reinstate the OIC despite Trout’s
alleged immaterial breach of the agreement?
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Rule(s) of Law

The court applied federal common law principles to interpret the OIC, specifically
focusing on the concept of express conditions. According to the Restatement
(Second) of Contracts, an express condition requires strict compliance. The OIC
explicitly stated that timely filing and payment were conditions of the agreement,
and failure to meet these conditions could result in default and reinstatement of the
original tax liability.

Holding

The U. S. Tax Court held that the IRS did not abuse its discretion in finding that
Trout did not timely file his 1998 and 1999 tax returns and in refusing to reinstate
the OIC. The court determined that timely filing and payment were express
conditions of the OIC, and Trout’s failure to comply with these conditions justified
the IRS’s actions.

Reasoning

The court reasoned that the OIC’s language clearly established timely filing and
payment as express conditions, requiring strict compliance. The court distinguished
this case from Robinette v. Commissioner, noting that Trout’s failure to file was not
a de minimis breach. The court also emphasized the IRS’s discretion to default an
OIC when a taxpayer fails to meet its terms, as supported by federal common law
principles and previous court decisions. The court rejected Trout’s argument that his
breach was immaterial, stating that the materiality of the breach was irrelevant
given the express condition nature of the filing requirement. The court also
considered the IRS’s efforts to bring Trout into compliance and the lack of other
collection alternatives offered by Trout, concluding that the IRS did not abuse its
discretion in sustaining the levy.

Disposition

The U. S. Tax Court upheld the IRS’s notice of determination and sustained the levy
for tax year 1993.

Significance/Impact

Trout v. Commissioner reinforces the IRS’s authority to enforce the terms of OICs
strictly, particularly when timely filing and payment are stipulated as express
conditions. The case clarifies that federal common law principles govern the
interpretation of OICs, ensuring uniform application across jurisdictions. This ruling
may impact taxpayers’ willingness to enter into OICs, as it underscores the
importance of strict compliance with all terms of the agreement. It also highlights
the IRS’s discretion to default an OIC and reinstate full tax liabilities when taxpayers
fail to meet their obligations, potentially affecting future negotiations and
agreements between taxpayers and the IRS.
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