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INDIVIDUALS

In Armstrong v. Commissioner, 113 AFTR2d 2014-601, the Eighth Circuit Court of 
Appeals agreed with a majority opinion of a divided Tax Court that the noncustodial 
father could not claim a child as a dependent notwithstanding a court order requiring the 
custodial mother to pass the dependency allowance to him if he was current in child 
support; the Court accepted the IRS argument that the Order was insufficient without the 
signed Form 8332 as external information was required to determine whether support 
payments were current.

In Allred v. Commissioner, TC Memo 2014-54, the Tax Court refused to give the 
dependency allowance to the noncustodial parent as the divorce decree provided, 
inasmuch as it had only the signature of the judge and not that of the custodial parent who 
had declined to sign a Form 8332 consistent with the decree.

In Santangelo v. United States, 113 AFTR2d 2014-649, a Mississippi Federal District 
Court determined that an individual entitled to a cash payment upon a merger who never 
acted to receive payment during the period prior to her death was required to report the 
income when the cash was made available under a theory of constructive receipt 
notwithstanding that an elderly person could not comprehend the steps needed to obtain 
the funds.

In Bailey v. Internal Revenue Service, 113 AFTR2d 2014-609, the First Circuit Court of 
Appeals agreed with the Tax Court that an attorney (the renowned F. Lee Bailey) had 
taxable income when he paid personal expenses out of trust funds notwithstanding his 
duty and intention to repay the funds.

In Lakhani v. Commissioner, 142 TC No. 8, the Tax Court rejected an accountant’s 
argument that the inability to deduct gambling losses in excess of winnings was 
unconstitutional; it also rejected an alternative argument that a business deduction was 
proper for the pro rata portion of horse wagering taken out by the track and not returned 
to winning bettors.

In Chow v. Commissioner, TC Memo 2014-49, the Tax Court agreed with IRS that a slot 
machine player’s losses of hundreds of thousands of dollars over a three-year period were 
not from a trade or business, the Court noting that the taxpayer did not have a business 
plan, budget, or separate bank account for gambling activities and did not do research 
into slot machine gambling, consult with anyone with such expertise or conduct the 
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activities in a businesslike manner (for two prior years, the Tax Court had previously 
reached the opposite result but noted that it was a “close call”).

In Kaufman v. Commissioner, TC Memo 2014-52, the Tax Court denied a charitable 
deduction for a facade easement and upheld a gross valuation misstatement penalty for an 
MIT professor, opining that an alleged 12 percent diminution in value was unreasonable 
where homes in the community were already subject to historic district restrictions.

In Almquist v. Commissioner, TC Memo 2014-40, the Tax Court determined that an 
individual did not qualify as a real estate professional; even if his 775 hours worked on 
two real estate properties were believable, the Court did not believe that he worked a 
lesser number of hours as an executive for a real estate company where he was 
responsible for 15 rental buildings.

In Notice 2014-21, IRS indicated that it will treat “bitcoin”, a digital currency, as 
property and will apply the same rules governing stock and barter transactions.

In Notice 2014-23, IRS carved out an exception to the rule that the credit for health 
insurance for individuals with modest incomes must file a joint return by excepting 
individuals who have been the victims of domestic violence.

RETIREMENT PLANS

In Announcement 2014-15, IRS indicated that it was withdrawing Proposed Regulations 
and would revise them to be in accord with the recent decision of the Tax Court in 
Bobrow holding that only a single rollover is permitted by an individual in a 12 month 
period from all IRAs of that individual.

ESTATES

In Frank Argona Trust v. Commissioner, 142 TC No. 9, the Tax Court determined that a 
Trust may materially participate in an activity by virtue of the Trustees’ employment 
activities and not solely because of their time in the role of Trustee.

In Estate of Saunders v. Commissioner, 113 AFTR2d 2014-________, the Ninth Circuit 
Court of Appeals agreed with the Tax Court that a decedent estate could not claim a 
deduction on an estate tax return for the estimated liability on a legal malpractice claim 
but could only deduct the amount which was ultimately paid (the estate estimated that the 
payment would be $30 million but it was eventually resolved for $250,000); this case 
arose prior to IRS Regulations prohibiting a deduction in the case of an estimated liability 
in excess of $500,000.
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In Letter Ruling 201410011, IRS determined that the marital deduction applies even 
when the surviving spouse has the right to choose between two different sets of bequests 
from her husband’s estate.

BUSINESS

Final Regulations under Code Section 3504 create joint liability for unpaid payroll taxes 
for an employer and a company engaged by the employer to collect, report and pay 
employment taxes.

In United States v. Quality Stores, Inc., 113 AFTR2d 2014-________, the US Supreme 
Court unanimously reversed a decision of the Sixth Circuit Court of Appeals, agreeing 
with the weight of authority that severance payments are wages for payroll tax purposes.

In Nacchio v. United States, 113 AFTR2d 2014-________, the Court of Federal Claims 
allowed an individual to deduct forfeitures of gains repaid following his conviction for 
insider trading; the Court determined that the forfeitures were compensatory rather than 
punitive (he was also given a nondeductible fine).

In McLauchlan v. Commissioner, 113 AFTR2d 2014-1188, the Fifth Circuit Court of 
Appeals agreed with the Tax Court that a law firm partner could not deduct business 
expenses which were to be paid by the partnership pursuant to an existing agreement.

PROCEDURE

In United States v. Sabby, 113 AFTR2d 2014-________, a Minnesota Federal District 
Court enforced a federal tax lien against an equitable interest in property where an 
individual’s name was not on the title but the facts indicated that a friend was holding 
legal title for the benefit of that individual.

In Smith v. United States, 113 AFTR2d 2014-1231, a Connecticut Federal District Court 
found valid an IRS lien placed against a home for the debt of the owner’s former husband 
prior to their divorce and conveyance of his interest in joint real property to her eight 
years previously; however, the Court balanced the equities and refused to allow IRS to 
force sale of the property, most particularly because the debt was less than 12 percent of 
the value of the home.

In United States v. Shriner, 113 AFTR2d 2014-________,  a Maryland Federal District 
Court allowed the Internal Revenue Service to proceed against Personal Representatives 
to the extent of distributions where they disbursed to beneficiaries who knew (at least 
through the imputed knowledge of their counsel) that the estate had unpaid income tax 
liabilities.
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In Bogart v. Commissioner, TC Memo 2014-46, the Tax Court acting on an individual’s 
appeal of a denial of acceptance of an Offer in Compromise, indicated that IRS failed to 
adequately consider “effective tax administration” in its rejection where the taxpayer was 
a victim of employee embezzlement.

In Wolfington v. Commissioner, TC Memo 2014-45, the Tax Court refused to allow a 
couple to apply an overpayment for a statutory barred year to offset liability for another 
back year.

In Chief Counsel Advice 201409005, IRS confirmed that an S corporation shareholder 
can amend an individual tax return within the individual statute of limitations as to flow 
through items even if IRS will not process an amended S corporation return due to
expiration of the corporate statute of limitations; IRS indicated that it may process the 
late S corporation return where the tax liability at the S corporation level is unchanged as 
is usually the case.

In Chief Counsel Advice 201411017, IRS indicated that when one spouse individually 
files an amended return showing additional taxes owed but attempts to change the filing 
status away from married filing joint, IRS may assess only the filing spouse for liability 
caused by the changes as applied to a married filing joint return.
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