Ugorji Timothy Wilson Onyeani v. Commissioner of Internal Revenue, T. C.
Memo. 2020-15 (U. S. Tax Court 2020)

In a significant ruling, the U. S. Tax Court upheld a termination assessment against
Ugorji Timothy Wilson Onyeani, finding he received unreported income of $802,083.
The court applied a bank deposits analysis to reconstruct Onyeani’s income, despite
uncertainties about the nature of his transactions. However, the court declined to
impose civil fraud or accuracy-related penalties, as there was no underpayment of
tax due to the termination assessment. This decision underscores the IRS’s authority
to use bank deposits analysis in assessing income and the procedural nuances
surrounding termination assessments and penalties.

Parties

Ugorji Timothy Wilson Onyeani was the petitioner, representing himself pro se. The
Commissioner of Internal Revenue was the respondent, represented by Sarah E.
Sexton Martinez, Eugene A. Kornel, and Megan E. Heinz.

Facts

In early 2015, Ugorji Timothy Wilson Onyeani incorporated American Hope
Petroleum & Energy Corp. (AHPE) and received approximately $750,000 from
entities allegedly interested in purchasing Nigerian crude oil. Onyeani attempted to
wire $300,000 to a foreign bank account, prompting the U. S. Secret Service to alert
the IRS. Suspecting Onyeani intended to flee the country or remove assets, the IRS
conducted a bank deposits analysis and determined he received taxable income of
$802,083 as of May 13, 2015. The IRS made a termination assessment under section
6851(a), assessed tax of $288,546, and collected it by levying Onyeani’s bank
account after he unsuccessfully challenged the assessment in Federal District Court.
Onyeani filed a 2015 tax return, reporting none of the income subject to the
termination assessment. The IRS issued a notice of deficiency, determining
unreported income of $802,083, a deficiency of $273,407, and penalties for civil
fraud and accuracy-related issues.

Procedural History

Onyeani challenged the termination assessment and levy in the U. S. District Court
for the Northern District of Illinois, which upheld the IRS’s actions as reasonable.
The IRS then issued a notice of deficiency for the 2015 tax year, which Onyeani
contested in the U. S. Tax Court. The Tax Court’s jurisdiction was affirmed as the
notice was issued within 60 days of the due date of Onyeani’s 2015 return.

Issue(s)

Whether the IRS correctly determined that Ugorji Timothy Wilson Onyeani received
unreported income of $802,083 for the 2015 tax year, and whether he is liable for
civil fraud and accuracy-related penalties?
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Rule(s) of Law

The IRS is authorized to use the bank deposits method to reconstruct a taxpayer’s
income when records do not clearly reflect income. Section 6851(a) allows the IRS
to make a termination assessment if it believes a taxpayer intends to leave the
country or remove assets. Section 6663(a) imposes a civil fraud penalty if any part of
an underpayment is due to fraud, and section 6662(a) imposes an accuracy-related
penalty for underpayments due to negligence or substantial understatement of
income tax. The IRS must meet its burden of production for penalties under section
7491(c) and prove fraud by clear and convincing evidence under section 7454(a).

Holding

The U. S. Tax Court held that the IRS correctly determined Onyeani received
unreported income of $802,083 for the 2015 tax year, but reduced this by $400,000
due to a repayment to one of the entities involved. The court found no underpayment
of tax due to the termination assessment and thus declined to impose civil fraud or
accuracy-related penalties.

Reasoning

The court applied the bank deposits method to reconstruct Onyeani’s income,
finding that the deposits into his accounts were prima facie evidence of income. The
court disregarded AHPE as a separate taxable entity due to its lack of corporate
formalities and Onyeani’s use of its funds for personal expenses. The court also
considered the possibility that the funds were received illegally but noted that
illegally received funds are taxable unless accompanied by an obligation to repay.
Onyeani’s $400,000 repayment to LaSalle was offset against his gross income for
2015. The court rejected Onyeani’s claims for deductions due to lack of
substantiation. Regarding penalties, the court found no underpayment of tax due to
the termination assessment, and even if there were an underpayment, the IRS did
not prove fraud by clear and convincing evidence. The court noted that Onyeani’s
failure to report income on his 2015 return did not indicate an intent to evade taxes,
given the pending litigation over the termination assessment.

Disposition

The court directed the parties to submit computations under Rule 155 to determine
Onyeani’s final tax liability for 2015, reflecting the court’s findings.

Significance/Impact

This case reaffirms the IRS’s authority to use the bank deposits method to
reconstruct income and highlights the procedural requirements for termination
assessments and penalties. It underscores the importance of corporate formalities in
distinguishing between corporate and personal income and the need for clear
evidence of fraudulent intent to impose penalties. The decision may influence future
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cases involving termination assessments and the treatment of allegedly fraudulent
income, particularly in contexts where the nature of transactions is uncertain.
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