
 

3789999_1 

Federal Tax Update 
 

By David S. De Jong 
 

October, 2014 
 
 
 

INDIVIDUALS 
 
In Langert v. Commissioner, TC Memo 2014-210, the Tax Court denied a business bad 
debt for amounts lent by a real estate investor to a counterpart, indicating that the 
taxpayer was not in the business of lending money although he had made about six 
similar loans in the past. 
 
In Copeland v. Commissioner, TC Memo 2014-226, the Tax Court reiterated its position 
that a loan modification in which accrued interest is rolled into a new note with the same 
lender does not give rise to an immediate deduction for interest paid. 
 
In Smith v. Commissioner, TC Memo 2014-203, the Tax Court disallowed a charitable 
deduction in excess of $27,000 of inherited assets including seven sofas, five bedroom 
sets, a kitchen set, a dining room set, a china cabinet, four televisions, two computer 
systems, three rugs and 671 items of clothing because the receipts failed to identify 
specific items of donated property; the Court rejected spreadsheets of the taxpayer who 
had used a Salvation Army website to estimate values, requiring at a minimum that the 
specific items of donation be acknowledged by the charity as each recipient got $250 or 
more in alleged value. 
 
In Kalapodis v. Commissioner, TC Memo 2014-205, a couple was denied a charitable 
deduction for $6,000 in payments from a memorial scholarship fund set up as an 
irrevocable trust with the proceeds of their late son’s life insurance policy; the irrevocable 
trust and not the couple made the payments and they were not received by a qualifying 
charity. 
 
In Burrell v. Commissioner, TC Memo 2014-217, based on statements provided by 
casinos, the Tax Court allowed a casual gambler to offset 70 percent of gambling 
winnings from slot plays; the individual had claimed a 100 percent offset but had 
inadequate records to show losses offsetting the 1099s. 
 
In Notice 2014-68, IRS indicated that a donation of vacation, sick or personal leave will 
not be included in an employee’s gross income if it is made to a tax exempt organization 
providing relief for victims of the Ebola outbreak. 
 
In Information Letter 2014-24, IRS indicated that a taxpayer realizes cancellation of 
indebtedness income if a loan modification reduces the principal balance of a 
nonrecourse debt where there is no disposition of the collateral. 
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ESTATES 
 
In Cavaliaro v. Commissioner, TC Memo 2014-189, the Tax Court determined that a 
merger of two businesses, one owned by parents and the other by their sons, resulted in a 
taxable gift from the parents to the sons because the company of the parents was 
undervalued. 
 
 
 
BUSINESS 
 
In Securias Holdings, Inc. v. Commissioner, 2014-225, the Tax Court once again 
permitted the deduction of payments made to a “captive insurance company”, finding that 
there was an adequate shifting of the risks which constituted insurance in the “commonly 
accepted sense.” 
 
In Applied Research Associates, Inc. v. Commissioner, 143 TC No. 17, the Tax Court 
concluded that an affiliated group consisting of a personal service corporation and 
nonpersonal service corporations could use graduated tax rates applied to the entire 
taxable income, at least where the group as a whole would not have constituted a personal 
service corporation. 
 
In Crile v. Commissioner, TC Memo 2014-202, the Tax Court balanced the nine factors 
and determined that a tenured art professor had a profit motive in regard to her own art 
sales notwithstanding minimal gross income from sales during the audited years; in prior 
years, she had generated gross proceeds of almost $1.2 million including $112,000 in her 
best year. 
 
In Akey v. Commissioner, TC Memo 2014-211, the Tax Court agreed with IRS that an 
individual with a full-time job as an engineer was not engaging in a sports memorabilia 
activity for profit; the Court found that most of the factors considered weighed against the 
tax payer and found his testimony incredible that he averaged 15 hours per day 
conducting the activity. 
 
 
 
PROCEDURE 
 
Proposed Regulations under Code Section 6050P would end the requirement of a 
business issuing an information return on the expiration of three years from the onset of a 
debt, instead utilizing other criteria to determine the timing of any cancellation of 
indebtedness. 
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In Sanchez v. Commissioner, TC Memo 2014-223, the Tax Court found that a Petition 
was filed late when it bore a postmark one day after the deadline despite the taxpayer 
showing that she purchased a stamp online on a timely basis and deposited the envelope 
in a box at the post office. 
 
In Varela v. Commissioner, TC Memo 2014-222, a divorced woman was granted 
innocent spouse status for a deficiency during her marriage where the couple kept 
separate financial records and she received no benefit beyond normal living expenses. 
 
In Wang v. Commissioner, TC Memo 2014-206, the Tax Court denied innocent spouse 
status to a wife of a disbarred lawyer where she served as his office manager; the Court 
found that she had reason to know of the understatements and benefitted from the 
unreported income. 
 
In Hauptman v. Commissioner, TC Memo 2014-214, the Tax Court determined that IRS 
was justified in rejecting a $500,000 offer in compromise against a $13 million tax 
liability in the case of an individual who founded a private investment management firm 
and a subsequent hedge fund; the Court found that his lavish lifestyle, business dealings 
and suspect financial information cast doubt on his claim that he could not pay more. 
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