Roberts v. Comm’r, 141 T. C. 569 (U. S. Tax Ct. 2013)

In Roberts v. Comm’r, the U. S. Tax Court ruled that unauthorized withdrawals from
an individual’s IRA, executed through forged signatures by his former spouse, were
not taxable to him under I. R. C. § 408(d)(1). The court determined that Andrew
Roberts was not the ‘payee’ or ‘distributee’ because he neither authorized the
withdrawals nor received any economic benefit from them. This decision clarifies
that the mere issuance of checks to an IRA account holder does not automatically
result in taxable income if the funds were misappropriated without the account
holder’s knowledge or consent.

Parties

Andrew Wayne Roberts (Petitioner) v. Commissioner of Internal Revenue
(Respondent). Petitioner was the plaintiff at the trial level and remained the
petitioner throughout the proceedings in the U. S. Tax Court.

Facts

During 2008, Andrew Roberts’ former wife, Cristie Smith, submitted withdrawal
requests to two companies administering Roberts’ IRAs at AIG SunAmerica Life
Insurance Co. and ING, bearing what purported to be Roberts’ signatures. These
requests were prepared and submitted without Roberts’ knowledge, and his
signatures were forged. The companies processed the distributions and issued
checks made payable to Roberts. Smith received and endorsed these checks by
forging Roberts’ signatures, deposited them into a joint account she exclusively
used, and used the proceeds for her personal benefit. Roberts was unaware of these
withdrawals until he received Forms 1099-R in 2009. He learned of Smith’s
involvement during their divorce proceedings in 2009. Smith electronically filed a
2008 income tax return for Roberts using a single filing status without reporting the
IRA withdrawals as income.

Procedural History

The Commissioner of Internal Revenue issued a notice of deficiency to Roberts on
August 2, 2010, determining a tax deficiency of $13,783 and an accuracy-related
penalty of $3,357 for 2008. The Commissioner later increased the deficiency to
$14,177 and the penalty to $3,435 in an amendment to the answer. Roberts
petitioned the U. S. Tax Court for a redetermination of the deficiency and penalty.
The Tax Court heard the case and issued its opinion on December 30, 2013.

Issue(s)

Whether unauthorized IRA withdrawals, executed without the IRA owner’s
knowledge or consent and not received by the owner, constitute taxable
distributions to the IRA owner under I. R. C. § 408(d)(1)?
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Rule(s) of Law

Under I. R. C. § 408(d)(1), any amount paid or distributed out of an IRA is included
in the gross income of the payee or distributee. The court has previously held that
the payee or distributee is generally the participant or beneficiary eligible to receive
funds from the IRA. However, the taxable distributee under § 408(d)(1) may be
someone other than the recipient or purported recipient of the funds.

Holding

The U. S. Tax Court held that Roberts was not a ‘payee’ or ‘distributee’ within the
meaning of I. R. C. § 408(d)(1) because the IRA distribution requests were
unauthorized, the endorsements on the checks were forged, and Roberts did not
receive any economic benefit from the distributions. Therefore, the unauthorized
withdrawals from Roberts’ IRAs were not taxable to him in 2008.

Reasoning

The court’s reasoning centered on the lack of economic benefit to Roberts from the
IRA withdrawals. The court rejected the Commissioner’s argument that Roberts
should be taxed on the withdrawals simply because he was the named owner of the
IRAs. The court distinguished previous cases, such as Bunney v. Commissioner and
Vorwald v. Commissioner, noting that in those cases, the distributions were legally
obtained and applied to liabilities for which the taxpayers were personally liable. In
contrast, the withdrawals from Roberts’ IRAs were unauthorized and used by Smith
for her own benefit. The court also considered the fact that Roberts did not know
about the withdrawals until 2009 and had not ratified them by failing to assert a
claim under Washington law within one year. The court concluded that these factors
did not affect the determination of whether Roberts was a distributee in 2008. The
court emphasized that the crucial factor in determining gross income is whether
there is an economic benefit accruing to the taxpayer, which was absent in this case.

Disposition

The U. S. Tax Court entered a decision under Rule 155, finding that Roberts was not
liable for the deficiency or the additional tax under I. R. C. § 72(t) related to the
unauthorized IRA withdrawals. However, Roberts was found liable for an accuracy-
related penalty to the extent that adjustments he conceded resulted in a substantial
understatement of income tax.

Significance/Impact

The Roberts decision establishes an important principle regarding the taxation of
unauthorized IRA distributions. It clarifies that an individual is not taxed on IRA
withdrawals executed without their knowledge or consent and from which they
receive no economic benefit. This ruling provides protection to IRA account holders
from being taxed on funds stolen from their accounts. It also underscores the
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importance of the economic benefit test in determining taxable income. The decision
may influence future cases involving similar issues of unauthorized withdrawals and
has practical implications for IRA account holders and tax practitioners in ensuring
that clients are not held liable for taxes on misappropriated funds.
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