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Jones v. Commissioner, 146 T. C. 39 (2016)

In Jones v. Commissioner, the U. S. Tax Court clarified the definition of ‘fee basis’
for above-the-line deductions under I. R. C. sec. 62. Michael Jones, an Arizona judge,
sought  to  deduct  unreimbursed  business  expenses  above  the  line,  arguing  his
position was compensated on a fee basis. The court ruled that a ‘fee basis’ official
must receive fees directly from the public for services rendered, not merely be in a
position funded by such fees. This decision affects how public officials can claim
deductions  and  has  broader  implications  for  tax  policy  regarding  employee
expenses.

Parties

Michael  Jones  and  M.  Chastain  Jones,  petitioners,  versus  the  Commissioner  of
Internal Revenue, respondent. The case originated in the U. S. Tax Court, with the
Joneses as the taxpayers challenging the Commissioner’s determinations on their tax
deductions and penalties.

Facts

Michael Jones served as a judge in the Maricopa County Superior Court in Arizona.
During the tax years 2008, 2009, and 2010, he claimed deductions for unreimbursed
business expenses related to his judicial duties on his tax returns. These expenses
included  office  decorations,  equipment,  and  travel  to  judicial  seminars,  among
others. The funding for the court included fees collected from litigants, but these
fees were not paid directly to Judge Jones; instead, they were allocated to the court’s
general  fund  and  the  Elected  Officials’  Retirement  Plan,  in  which  Judge  Jones
participated.  Additionally,  though  judges  could  charge  fees  for  performing
weddings, Judge Jones did not do so during the years in question. He was paid a
regular salary from the county and state funds, and he received a Form W-2 for his
earnings.

Procedural History

The Commissioner of Internal Revenue audited the Joneses’ tax returns for the years
2008,  2009,  and  2010  and  disallowed  the  claimed  above-the-line  deductions,
reclassifying  them  as  below-the-line  deductions  subject  to  a  2%  floor.  The
Commissioner also proposed accuracy-related penalties under I. R. C. sec. 6662(a).
The Joneses petitioned the U. S. Tax Court for a redetermination of the deficiencies
and penalties. The court bifurcated the case, addressing first the issue of whether
Judge  Jones’s  position  was  ‘compensated  on  a  fee  basis’  under  I.  R.  C.  sec.
62(a)(2)(C).

Issue(s)

Whether an official, such as a state court judge, is considered to be ‘in a position
compensated in whole or in part on a fee basis’ under I. R. C. sec. 62(a)(2)(C) when
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the court where the official serves is funded in part by fees, but the official does not
receive those fees directly from the public as compensation for services rendered?

Rule(s) of Law

Under  I.  R.  C.  sec.  62(a)(2)(C),  a  taxpayer  can  deduct  unreimbursed  business
expenses  from gross  income  in  computing  adjusted  gross  income  (AGI)  if  the
expenses are paid or incurred with respect to services performed by an official in a
position compensated in whole or in part on a fee basis.  The court interpreted
‘compensated on a fee basis’ to mean that the official must receive fees directly from
the public in exchange for services rendered.

Holding

The court held that Judge Jones was not in a position ‘compensated in whole or in
part on a fee basis’ under I. R. C. sec. 62(a)(2)(C) because he did not receive fees
directly  from the  public  for  his  services.  Therefore,  his  unreimbursed business
expenses could not be deducted above the line but were instead subject to the 2%
floor of AGI as below-the-line deductions.

Reasoning

The  court  began  its  analysis  by  examining  the  plain  and  ordinary  meaning  of
‘compensation,’  concluding  that  it  refers  to  something  of  value  exchanged  for
services.  It  reviewed various  federal  statutes  and  regulations  that  differentiate
between compensation by fees and salaries, such as I. R. C. sec. 1402(c) and 29 C. F.
R. sec. 541. 605(a). The court found that the Commissioner’s interpretation—that a
‘fee basis’ official must personally receive fees from the public—was consistent with
these other legal definitions and avoided an absurd result where any government
position  funded  by  fees  could  claim  above-the-line  deductions.  The  court  also
rejected Judge Jones’s  arguments  that  his  retirement  plan  contributions  or  the
possibility of wedding fees qualified him as being compensated on a fee basis, as
these did not meet the direct receipt of fees requirement. The court’s reasoning was
influenced by policy  considerations to  maintain a  distinction between employee
business expenses and those directly linked to fee income, and it noted the lack of
precedent or regulation directly addressing the issue.

Disposition

The U. S. Tax Court ruled in favor of the Commissioner on the issue of the above-
the-line  deductions  but  found for  Judge Jones  on  the  issue  of  accuracy-related
penalties, holding that he had reasonably relied on professional advice in good faith.
The case was to be entered under Rule 155 for further proceedings on the amount of
the deficiency.

Significance/Impact
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Jones v. Commissioner is significant as it provides the first judicial interpretation of
I.  R.  C.  sec.  62(a)(2)(C)  regarding  what  constitutes  a  ‘fee  basis’  position.  The
decision clarifies that for a public official to claim above-the-line deductions, they
must directly receive fees from the public for their services, not merely be employed
in a position funded by such fees. This ruling impacts how public officials can claim
deductions and may influence future tax policy and regulations concerning employee
expenses.  The court’s  emphasis  on direct  receipt  of  fees  could lead to  stricter
scrutiny of similar claims by other officials, potentially affecting the tax treatment of
expenses for a wide range of public employees.


