Hall v. Commissioner, 135 T. C. 374 (U. S. Tax Ct. 2010)

In Hall v. Commissioner, the U. S. Tax Court ruled that the two-year limitation for
requesting equitable relief under IRC § 6015(f) set by IRS regulations was invalid.
The decision reaffirmed the court’s stance from Lantz v. Commissioner, emphasizing
that the regulation contradicted the statute’s intent to consider all facts and
circumstances, including those beyond the two-year period. This ruling ensures
taxpayers have broader access to equitable relief from joint tax liabilities, impacting
how the IRS administers such relief.

Parties

Audrey Marie Hall was the petitioner throughout the case, challenging the
Commissioner of Internal Revenue, the respondent, regarding the denial of
equitable relief under IRC § 6015(f).

Facts

Audrey Marie Hall and Etheridge Hall, married on October 9, 1965, filed joint
federal income tax returns for the years 1998 and 2001. They divorced on April 17,
2003, with Etheridge obligated to pay the joint tax liabilities per the divorce decree.
However, the full tax amount due for 1998 and 2001 was not paid. On July 6, 2004,
the IRS issued a notice of intent to levy against both Halls. Audrey Hall filed Form
8857 requesting innocent spouse relief on August 1, 2008, more than two years after
the IRS’s collection notice. The IRS denied her relief citing the two-year limitation
under 26 C. F. R. § 1. 6015-5(b)(1). Subsequently, Hall petitioned the U. S. Tax Court
for review.

Procedural History

The IRS initially denied Hall’s request for equitable relief under IRC § 6015(f) due to
the untimely filing beyond the two-year period prescribed by 26 C. F. R. § 1.
6015-5(b)(1). Hall contested this denial by filing a petition with the U. S. Tax Court.
The IRS, upon reevaluation, stipulated that Hall would be entitled to relief if her
request had been timely. The Tax Court, in its decision, addressed the validity of the
regulation’s two-year limitation, referencing its prior ruling in Lantz v.
Commissioner, which had been reversed by the Seventh Circuit but was not binding
in this case, as appeals would lie to the Sixth Circuit.

Issue(s)

Whether the two-year limitation set by 26 C. F. R. § 1. 6015-5(b)(1) for requesting
equitable relief under IRC § 6015(f) is a valid interpretation of the statute?

Rule(s) of Law

IRC § 6015(f) allows the Secretary to grant equitable relief from joint and several tax
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liability if, “taking into account all the facts and circumstances, it is inequitable to
hold the individual liable for any unpaid tax or any deficiency,” and relief is not
available under subsections (b) or (c). The regulation at 26 C. F. R. § 1. 6015-5(b)(1)
imposes a two-year limitation from the date the IRS begins collection activities for a
request under § 6015(f).

Holding

The U. S. Tax Court held that the two-year limitation set by 26 C. F. R. § 1.
6015-5(b)(1) is an invalid interpretation of IRC § 6015(f), as it does not allow for the
consideration of all facts and circumstances as mandated by the statute.

Reasoning

The court reasoned that the regulation’s strict two-year limitation conflicts with the
statutory requirement to consider all facts and circumstances, including those that
may arise after the limitation period, which is essential for determining the equity of
relief under § 6015(f). The court emphasized the broader scope of § 6015(f)
compared to subsections (b) and (c), which have explicit two-year limitations. It
rejected the argument that the regulation was a permissible procedural rule,
asserting that such a limitation substantively overrides the statute’s purpose. The
court also distinguished the context of § 6015(f) from other sections and found that
the regulation failed both prongs of the Chevron deference test. The court’s analysis
included a rebuttal to the Seventh Circuit’s reversal in Lantz, stating that the
regulation’s application would lead to inequitable results contrary to Congressional
intent.

Disposition

The U. S. Tax Court decided in favor of Audrey Hall, entering a decision that she
was entitled to equitable relief under IRC § 6015(f).

Significance/Impact

This decision reaffirms the U. S. Tax Court’s stance on the invalidity of the IRS’s
two-year limitation for § 6015(f) relief, emphasizing a broader interpretation of the
statute to ensure equitable treatment for taxpayers. It impacts IRS policy and
practice regarding the administration of innocent spouse relief, potentially allowing
more taxpayers access to relief based on a comprehensive review of all relevant
facts and circumstances. The ruling also sets a precedent for challenges to
regulatory limitations that may conflict with statutory mandates, particularly in the
context of equitable relief.
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