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INDIVIDUALS 
 
In Co v. Commissioner, TC Memo 2016-19, the Tax Court denied a worker for the State 
Department a foreign earned income exclusion as he was a federal employee; the 
taxpayer attempted to argue that he was an independent contractor entitled to the 
exclusion. 
 
In Garcia v. Commissioner, TC Memo 2016-21, the Tax Court threw out $77,000 of 
itemized deductions claimed by a couple including charitable contributions, medical 
expenses and employee business expenses for lack of substantiation; the deductions that 
were denied included clothing for driving a truck by the husband and teaching school by 
the wife as well as cigars given by the husband to workers who unloaded trucks. 
 
In Jones v. Commissioner, 146 TC No. 3, the Tax Court denied an above the line 
deduction for an Arizona state judge who paid for office equipment and staff gifts out of 
his own pocket. 
 
 
 
RETIREMENT PLANS 
 
In McGaugh v. Commissioner, TC Memo 2016-28, the Tax Court determined that the 60-
day rollover rule was not violated when a self-directed IRA purchased stock in a 
corporation but the stock certificate was not timely delivered. 
 
In Letter Ruling 201606032, IRS waived the 60-day rollover rule for a widow who 
asserted that her failure to timely complete a rollover was due to emotional distress 
following the death of her husband. 
 
 
 
ESTATES 
 
In Notice 2016-9, IRS postponed the earliest filing deadline for estate basis consistency 
until March 31, 2016, delaying the due date for a month in order to issue proposed 
regulations. 
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BUSINESS 
 
In Key Carpets, Inc. v. Commissioner, TC Memo 2016-30, the Tax Court determined that 
an intercompany payment purported to be for the services of an employee who worked 
for two related companies but was paid by one constituted a constructive dividend to the 
owner when the repayment amount was excessive in relation to the value of the services 
performed for the payee entity. 
 
In Green v. United States, 117 AFTR2d 2016-418, an Oklahoma Federal District Court 
permitted a charitable deduction by the entity which intended to make the contribution 
upon its reimbursement of a related entity which actually made the contribution due to 
internal error; IRS had argued that the companies were trying to “rewrite history and 
adjust their books.” 
 
In Palmer Ranch Holdings, Ltd. v. Commissioner, 117 AFTR2d 2016-395, the Eleventh 
Circuit Court of Appeals agreed with the Tax Court that a conservation easement of at 
least $21 million was appropriate where a developer had to abandon plans to build homes 
on a large parcel due to nesting by bald eagles; the taxpayer successfully argued the loss 
of 360 dwelling units while IRS contended that only 100 units could have been built on 
the land. 
 
In Chief Counsel Advice 201605017, IRS indicated that an airplane which was used both 
for business and for personal purposes but less than 50 percent for business could not be 
the subject of a like kind exchange, declining to split the airplane into a business portion 
and a personal portion; IRS footnoted that it may object to a swap unless the personal 
portion is minimal. 
 
In Brinks Gilson & Lione, PC v. Commissioner, TC Memo 2016-20, the Tax Court 
determined that a C corporation law firm’s yearend bonus pool which paralleled its 
stockholdings was a constructive dividend where the law firm had significant equity on a 
cash basis and had not paid a dividend.   
 
In Williams v. Commissioner, 117 AFTR2d 2016-393, the Fifth Circuit Court of Appeals 
agreed with the Tax Court that the recharacterization of losses on self-rentals as 
nonpassive applies to S corporations even though not specifically mentioned in the 
statute, holding regulations that included S corporations in the recharacterization to be 
valid. 
 
In Estate of Stuller v. United States, 117 AFTR2d 2016-549, the Seventh Circuit Court of 
Appeals agreed with an Illinois Federal District Court that an individual receiving rent 
from his S corporation had to report the income notwithstanding that the corporation did 
not derive a tax benefit from a deduction because the activity was found to be a hobby 
rather than a business. 
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In Schiffmann v. United States, 117 AFTR2d 2016-386, the First Circuit Court of 
Appeals agreed with a Rhode Island Federal District Court and following the weight of 
authority determined that a CEO was responsible for unpaid payroll taxes prior to having 
knowledge because he used unencumbered funds to pay other bills after he learned of the 
unpaid liability. 
 
 
 
PROCEDURE 
 
Public Law 114-125, the Trade Facilitation and Trade Enforcement Act of 2015, 
increased the minimum penalty for failure to file certain income tax returns within 60 
days of the extended due date from the lesser of $135 or 100 percent of the amount of tax 
required to be shown on the return to $205 or 100 percent of the amount of tax required 
to be shown effective for returns required to be filed after 2015; the penalty continues not 
to apply when there is no net tax owed. 
 
In United States v. Smith, 117 AFTR2d 2016-412, a Washington Federal District Court 
allowed IRS to foreclose on community property of a couple for the separate tax debts of 
one spouse, creating a result paralleling the rule in common law states resulting from the 
Supreme Court decision in Craft. 
 
 
 
 
 
 
 
----------------------------------- 
 
 


