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In the Matter of the Appeal of: ) HEARING SUMMARY
)
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)
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)

Year Amount of Relief Requested2

1994 $81,053.37
Representing the Parties:
For Appellant: Karen L. Hawkins, Attorney
For Franchise Tax Board: Mark McEvilly, Tax Counsel III

QUESTIONS: (1) Whether appellant is barred by the doctrine of res judicata from seeking innocent
spouse relief.

(2) Alternatively, if res judicata does not apply, whether appellant has demonstrated

! Appellant resides in San Miguel De Allende, Mexico. Appellant’s husband, William L. Porter is now deceased; he died on
March 27, 2006. (App. Opening Br., p. 1.)

? Board records indicate this is the total amount at issue (tax of $28,882.70, late-filing penalty of $13,732.75, and an amnesty
interest penalty of $38,437.92) excluding accrued interest. Respondent should provide the accrued interest amount at the
time of the oral hearing. Appellant concedes that she is responsible for the tax due on her 1994 wage and interest income to
the extent that it exceeds her W-2 California income tax withholding. (App. Opening Br., p. 10.) Respondent should
therefore be prepared at the time of the oral hearing to provide the amount of tax, penalties and interest due based only on
appellant’s 1994 wage and interest income after offsetting her W-2 California income tax withholding.
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that she is entitled to innocent spouse relief.

HEARING SUMMARY

1. Background

Appellant and her husband, William Porter, who is now deceased, were married since
1976. The couple had no children. Appellant and Mr. Porter were still married to each other when
Mr. Porter died on March 27, 2006, at the age of 80.

The couple did not file a timely 1994 California personal income tax return. Because
respondent received information that in 1994 Mr. Porter sold a partial interest in real property located in
California, respondent reportedly contacted the couple in order to determine their 1994 tax liability.
Respondent conducted an audit and reportedly prepared a substitute 1994 California nonresident or part-
year resident return (Form 540NR) based on information it obtained from the Internal Revenue Service
(IRS) and the couple.4

On April 8, 2002, respondent issued a Notice of Proposed Assessment (NPA) to the
couple based on the available income information. Respondent calculated wages of $33,241, interest
and dividends of $22,474, rents and royalties of $83,154, gain from the sale of real property of $599,552
and California itemized deductions of $229,524 for a taxable income of $508,897 and a tax of $47,141.
Respondent used an apportionment factor of 0.9401 to calculate the portion of the tax apportionable to
California to be $44,317 (847,141 x 0.9401). Respondent assessed alternative minimum tax of $11,969
and subtracted appellant’s income tax withholding credit of $1,355 for a total tax liability of $54,931.
Respondent also imposed a late-filing penalty in the amount of $13,732.75 and applicable interest.
(Resp. Opening Br., exhibit A.)

I

? It is not apparent from the record whether respondent sent the couple a notice and demand for their 1994 tax return.

* The Notice of Proposed Assessment states that on January 16, 2002, respondent sent to the couple’s representative a
prepared substitute part-year resident return for 1994 and a position letter, which explain how respondent determined the
couple’s 1994 taxable income from all sources and the amounts attributable to California. Staff was not able to locate either
of these two documents in the file. The file does contain, however, respondent’s schedule showing a computation of the
couple’s California total taxable income and liability based on their federal return for 1994. (Resp. Reply Br., exhibit O.)
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A timely protest of the NPA was reportedly filed on behalf of the couple.” (Id., p. 2.) As
part of their protest, the couple submitted a prepared joint 1994 California Nonresident or Part-Year
Resident return (Form 540NR), which asserts that $28,832, rather than $54,931, is the correct amount of
tax due. The submitted return reports appellant’s California wages in the amount of $33,240.62 and the
part-sale, part-gift transaction involving Mr. Porter’s separate California real property and the City of
Corte Madera (Corte Madera). (hereinafter referred to as the subject property). The attached Schedule
CA indicates that both appellant and Mr. Porter were California residents until August 1, 1994, and that
they moved to Mexico on July 31, 1994. The return is dated April 10, 2002. (Resp. Opening Br.,
Exhibit B.) On August 12, 2003, respondent issued a Notice of Action (NOA) affirming the NPA. (/d.,
Exhibit C.)

On September 3, 2003, the Board received an appeal letter signed only by Mr. Porter on
that same date. In this letter, Mr. Porter claimed that in 1996 he received a Notice of Failure to File for
tax year 1994 and he paid tax, penalties and interest for tax year 1994 at respondent’s office in Santa
Rosa while vacationing in California. (Resp. Reply Br., exhibit N.) In a letter dated September 10,
2003, which is addressed only to Mr. Porter, Board staff acknowledged receipt of Mr. Porter’s appeal
letter and Board staff stated:

We note that the Franchise Tax Board issued the assessment to more than

one person and that you were the only person that signed the appeal.

Regulation 5012, Form, (attached) requires that each person that is

appealing the Franchise Tax Board’s assessment sign the appeal. If the

other person intended to appeal, please have that person sign the enclosed

copy of the appeal letter and return it to us in the enclosed envelope. As

an alternative, the other person may write us a separate letter informing us

that she is appealing also. In the absence of any such notification, the

appeal will remain in your name only.

(A copy of this letter is included in the appeal file for Case ID 237222 (Appeal of William L. and
Barbara B. Porter); see exhibit A to this Hearing Summary.)
On October 15, 2003, Board staff received another copy of the September 3, 2003, appeal

letter, but this copy included appellant’s purported signature below Mr. Porter’s signature. (App.

> There is no protest letter in the file.
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Supplemental Br., exhibit A (attachment to appellant’s declaration). A copy of this appeal letter with
appellant’s purported signature is attached to the appeal file for Case ID 237222 (Appeal of William L.
and Barbara B. Porter); see exhibit B to this Hearing Summary.) In a letter dated October 20, 2003,
which is addressed only to Mr. Porter, Board staff stated:

This will acknowledge receipt of the copy of your original appeal letter

received October 15, 2003, indicating that you wish to have Barbara B.

Porter included in the above-entitled appeal. We have changed our

records accordingly.

(Resp. Opening Brief, exhibit D.)] For purposes of clarity, Board staff will hereinafter refer to this
matter as the “prior appeal.”

The prior appeal was submitted to the Board for decision based on the memoranda on file
and without oral hearing. The following issues were presented in the prior appeal: whether appellants®
were part-year residents of California in 1994; whether 58.1 percent of appellants’ total interest,
dividends and royalties earned in 1994, and Mrs. Porter’s 1994 California wages, are subject to taxation
by California; whether appellants’ deduction for their real property charitable contribution to Corte
Madera is limited to 30 percent of their federal adjusted gross income for 1994; whether appellants are
liable for the late-filing penalty; whether appellants have shown that respondent abused its discretion in
denying their request for interest abatement; and whether appellants should be credited with an alleged
but unsubstantiated payment of their 1994 liability. (Resp. Open. Br., Exhibit E; see exhibit C to this
Hearing Summary. ) The Board adopted its decision on May 25, 2004, in which it sustained
respondent’s action of assessing additional tax of $54,931 and imposing a late-filing penalty plus
accrued interest. As a basis for the decision, the Board made findings that appellants failed to show
error in respondent’s assessment and respondent correctly determined that appellants were part-year
California residents subject to taxation in 1994. (Ibid.) Neither spouse filed a petition for
reconsideration and the Board’s decision became final.

11

® Although appellant argues that she did not meaningfully participate in the prior appeal, Board staff refers to appellant and
Mr. Porter collectively as “appellants” with respect to the prior appeal since this is how they are identified in the Board’s
May 25, 2004, decision.
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According to respondent, it subsequently commenced billing and collection activities
with respect to the 1994 tax liability. (Resp. Opening Br., p. 3.) Respondent reportedly applied the
following payments to the 1994 tax deficiency on the following dates: $5,000 on December 7, 2004,
and $12,596 on May 31, 2005. (/bid.) After Mr. Porter died on March 27, 2006, respondent issued a
Tax Lien Notice dated September 20, 2006, to appellant for a total tax liability of $179,081.80 for the
1994 tax year; the tax lien notice acknowledges the prior payments of $17,596 ($5,000 + $12,596).
(App. Opening Br., exhibit Q.) At the time of Mr. Porter’s death, the couple had a single joint bank
account, which reportedly contained less than $20,000. (App. Opening Br., p. 4.) On November 17,
2006, respondent issued an order to Citibank to withhold funds from Mr. Porter and appellant’s accounts
in the amount of $210,862.39 for tax deficiencies for the 1994 and 2004 tax years. (/d., exhibit R.) On
December 28 2006, respondent applied a payment of $8,452 to the 1994 tax year account. (Resp.
Opening Br., p. 3.)

Request for Innocent Spouse Relief

On December 15, 2006, appellant filed a request for innocent spouse relief. (Resp.
Opening Br., p. 3, exhibit F.) In her attached statement, appellant requests separate liability election
under R&TC section 18533, subdivision (¢), from the 1994 joint California liability to the extent of the
items attributable to Mr. Porter or, alternatively, appellant requests equitable relief under R&TC section
18533, subdivision (f). Appellant further states that she has not requested relief from the IRS because it
has never examined or adjusted the 1994 federal return. (/d., exhibit F, pp. 2-3.)

Respondent informed Mr. Porter’s estate that appellant had requested innocent spouse
relief and requested information from the estate. (Resp. Opening Br., exhibit G.) Respondent did not
receive any response from the estate. (Resp. Opening Br., p. 3.) After an exchange of correspondence
between appellant and respondent, respondent issued a Notice of Action dated June 21, 2007, denying
appellant’s request for innocent spouse relief; respondent also issued a Notice of Action-Denial Non-
Requesting Taxpayer dated June 21, 2007, which is addressed to Mr. Porter and his estate. (/d., exhibits
/1
/1
/1
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K, L.)” This timely appeal followed.

Request for Additional Briefing

In order to further develop the issues, the Appeals Division requested additional briefing

by letter dated April 23, 2009, in which the parties were requested to discuss the following:

1.

Under R&TC section 18533, subdivision (e)(3)(B) , the Board’s prior determ ination is
conclusive unless: (1) the qualif ications for relief in this ap peal are different than the
qualifications f or relief inthe prior appea 1, and (2) ap pellant di d not participate
meaningfully in the prior proceeding. The qualifications for reli ef as an innocent
spouse appear to be the sam e now as they were when the Board considered the prior
appeal of the 1994 tax y ear in 2004. Therefore, it appe ars that the crucial area of
further inquiry is whether appellant m eaningfully participated in the prior appeal. To
date, appellant has m aintained that res pondent has not provide d evidence that she
participated in the prior appeal. W e note, however, that it is appellant’s burden, not
respondent’s, to prove that she did not meaningfully participate in the p rior appeal of
this tax year. ( Monsour v. Commissioner , T.C. Mem o. 2004-190.) Appellant should
consider ad dressing wh ether there are circ umstances that would shift the burden of
proof to respondent and providing any legal authority placing th e burden of proof on
this issue with respondent.

Board Staff has obtain ed the appeal file for Case ID 237222 (Appeal of W illiam
L. and Barbara B. Porter. In that file, a letter dated October 15, 2003 was sent by
William L. and Barba ra B. Porte r that was signed by bo th Mr. and M rs. Porter. The
letter is a copy of Mr. Porter’s initial a ppeal with the additi on of Mrs. Porter’s
signature. The letter w as sent in respons ¢ to B oard correspondence dated Septem ber
10, 2003, informing Mr. Porter that:
a.Franchise Tax Board (FTB) issued the 1994 assessment to more than one person;

b.  only one of those people (Mr. Porter) had filed an appeal;

c.Mrs. Porter could join the appeal by completing the form provided with the le tter, by
signing a co py of the appeal le tter and retu rning it to the Board, or by subm itting a
written statement informing the Board that she is also appealing.

The file also contains correspondence relate  d to the status of the appeal that is
addressed to both W illiam and Barbara Por ter at Ms. Por ter’s current address in San
Miguel de Allende. No oral hearing was requested or hel d. The matter was submitted
for decision on the basis of the memoranda on file.

Both parties should address what would ¢ onstitute meaningful participation in an
appeal that was submitted for decision on the basis of the memoranda contained in the
appeals file where no oral hearing w as requested or held. Please discuss relevant legal
authority as well as the factual circumstances of this appeal.

In light of the f act that the NPA, Notice of Action and B oard of Equalization
correspondence related to the prior appeal we re addressed to both appellant and/or her
husband at their address in San Miguel De Allende, appellan t should consider
providing evidence and inform ation to explain the circumstances surrounding the prior
appeal and why she decided to sign the appeal letter.

Both parties should address whether if appellant-wife knew about the prior appeal
and was invited to p articipate, joined the appeal in nam e only, but purposely did not
involve herself in the appeal, can she obtain another hearing with regard to that tax year
even though she was invited to, but chose not to, participate.

" Respondent inadvertently states in its opening brief that the Notice of Action and Notice of Action —Denial Non-Requesting

Taxpayer were mailed on March 23, 2007. (Resp. Opening Br., p. 4.)
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The parties submitted responsive supplemental briefing.

II. Question (1): Whether appellant is barred by the doctrine of res judicata from seeking innocent
spouse relief.
Contentions

Appellant’s Contentions

Appellant argues that R&TC section 18533, subdivision (e)(3)(B), does not bar the Board
from considering the merits of her request for innocent spouse relief. Appellant argues that at the time
she requested innocent spouse relief the qualifications for relief were different than at the time of the
prior appeal because Mr. Porter was alive at the time of the prior appeal and Mr. Porter’s death on
March 27, 2006, changed her qualifications for relief. (App. July 9, 2009, Reply to Resp. Supplemental
Br., p. 2.) Appellant is apparently arguing that the res judicata exception applies because she did not
qualify for separate liability election under subdivision (c) until after the prior appeal was finalized.

Appellant also argues that she has met her burden of proof in establishing she did not
“meaningfully participate” in the prior appeal, which would have precluded the instant appeal under
R&TC section 18533, subdivision (e)(3)(B), because she did not join in the prior appeal. Appellant
contends that the signature on the appeal letter is not her signature and she did not know of the prior
appeal until 2006 when respondent levied her bank account. Appellant contends that Mr. Porter signed
her name on the appeal letter without her knowledge. Appellant contends that she recognizes the
signature on the appeal letter as Mr. Porter’s signature of her name. Assuming, for argument’s sake, that]
she had signed the appeal letter, appellant argues that her signature alone would not establish meaningful
participation. Appellant contends that she did not participate in any manner in the prior appeal,
meaningfully or otherwise.

Appellant contends that the prior appeal largely concerned the tax consequences of the
transfer to Corte Madera of the subject property, which was Mr. Porter’s separate property throughout
their marriage. Appellant contends that she had no interest in the subject property and she was not
apprised of any details involving the transfer of the subject property to Corte Madera. According to
appellant, in 1949 Mr. Porter and his sister, Jess Porter Cooley, each inherited from their father a 50

percent interest in undeveloped land located mostly in Corte Madera; a small section of the land was
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located in the City of Larkspur. Appellant contends that in 1983 Northwestern Pacific Railroad
Company quitclaimed its right of way on the subject property to Mr. Porter and Ms. Cooley. (App.
Opening Br., exhibit E.) Appellant contends that several lawsuits were filed after Corte Madera
attempted to condemn the subject property for public use. She contends that Mr. Porter and Ms. Cooley,
who were represented by counsel, negotiated a settlement agreement with Corte Madera, which involved|
a part sale and part gift transfer of the subject property to Corte Madera. Appellant contends that Ms.
Cooley’s husband, Crawford Cooley, assisted in the settlement agreement negotiations. Appellant
submitted a copy of the settlement agreement, which identifies Mr. Porter, Ms. Cooley and Corte
Madera as the only parties to the settlement agreement and states that they executed it on July 1, 1994.
(App. Opening Br., exhibit G, p. 1.) Appellant points out that the settlement agreement requires that “all
spouses of [Mr. Porter and Ms. Cooley] . . . must execute all documents . . . conveying any interest in
the subject property . . .” (/d., p. 3.) Appellant contends that this is the only reason she signed, along
with Mr. Porter, Ms. Cooley and Mr. Cooley, the grant deed on July 13, 1994, transferring the subject
property to Corte Madera. (App. Opening Br., exhibit I.) Appellant points out that the grant deed does
not set forth any of the terms or conditions of the transfer, such as the amount of financial consideration
or the monetary amount of charitable real property contribution. (/bid.) Appellant contends that she
never saw any of the transaction documents other than the grant deed and she always believed that Mr.
Porter gifted his interest in the subject property to Corte Madera for a nominal amount.

Appellant submitted a declaration from Mr. Cooley, signed under penalty of perjury, in
which he states that throughout his involvement on behalf of his wife and Mr. Porter concerning the
subject property transactions he “always spoke about these matters separately with [Mr. Porter] and sent
any correspondence addressed only to him.” (App. Opening Br., exhibit C, p. 1.) He stated that the title
company wrote checks to his wife and Mr. Porter, individually, for their net one-half of the proceeds of
the sale portion of the transfer of the subject property. (Id., p. 2.) He also stated that it was the title
company that required appellant and him to sign the transfer deed, even though title to the subject
property was not in their names. (/d., p. 1.) He further stated:

/1
/1
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I am aware that title companies in California routinely require spouses of

sellers of property to execute either the transfer deed or a quit claim deed as

a precaution to protect title from the spouse making any future claim that the

property was really community property. I know that the Corte Madera

property was [his wife and Mr. Porter’s] separate property and signed the

transfer deed knowing that I was transferring nothing and giving up no

community property rights because I never had any community property

rights. This would apply to [appellant’s] signature as well.

(Ibid.)

Appellant contends that Mr. Porter’s decision not to involve her in the prior appeal is
consistent with the pattern and practice throughout their marriage of Mr. Porter insisting that they keep
their finances separate and he kept very private about his financial affairs and did not discuss his assets
or finances with appellant. Appellant contends that throughout their marriage she and Mr. Porter
maintained separate bank accounts and she always believed she was not entitled to question Mr. Porter
concerning his separate assets and finances. Appellant contends that Mr. Porter was a retired attorney
who never worked while they were married. Appellant contends that Mr. Porter received a steady
stipend from various trusts and provided the two of them a comfortable lifestyle. Appellant contends
that she worked as a freelance writer until December 1994 when she retired at Mr. Porter’s request.
Appellant contends that while she was working she used her modest earnings for personal items and
after her retirement she received retirement income from her former employer until 2004, which she
used for personal items; she continues to receive social security benefits. Appellant contends that in
1993 the couple sold their residence in San Francisco and officially established residence in Mexico in
August 1994. She contends that in December 1994 they used the proceeds from the sale of their prior
residence to purchase and furnish a residence in San Miguel de Allende in Mexico. Appellant contends
that Mr. Porter was almost 70 years old when the couple acquired their San Miguel de Allende
residence. Appellant contends that Mr. Porter became reclusive and withdrawn in his later years and
after his death, she discovered years of unopened correspondence, including birthday cards, personal
letters, and business and financial documents, in his dresser drawers. Based on his behavior and neglect
of personal hygiene and correspondence, she now believes that he may have been suffering from the

early stages of Alzheimer’s disease.

According to appellant, Mr. Porter prepared the 1993 California return and the 1994
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federal return and Melanie Nance, an enrolled agent living in Mexico, prepared the 1995 return.®
Appellant contends that in the years up to and including 1994 (the year she retired), she gave Mr. Porter
her W-2 and Wage Summary Form and Form 1099-Interest Income to include with his substantial trust
income on the income tax returns. Appellant contends that she believed that the federal and California
returns for 1994 were filed in approximately August 1995. Appellant contends that she later ascertained
that respondent contacted Mr. Porter sometime in 2000 asserting that the couple did not file a 1994
return and, without her knowledge or participation, Mr. Porter retained Ms. Nance to communicate with
respondent concerning this matter. Appellant contends that she never saw the substitute 1994 return that
respondent reportedly completed. Appellant contends that Mr. Porter informed her that respondent did
not have a record of their joint 1994 return and he requested her to sign the 1994 return that Ms. Nance
prepared; she signed it on April 10, 2002. Appellant contends that at the time she signed the 1994 return
she saw that it included her W-2 income and interest income, and she believed that the other items on
the return had been reported correctly. Appellant contends that Mr. Porter informed her that he was
sending a check for the balance due along with the return. Appellant contends that she did not receive
and was not informed of the NPA or NOA for tax year 1994 until after respondent began collection
action and she did not know that Mr. Porter protested the NPA or appealed the NOA to the Board.
Appellant submitted declarations she signed under penalty of perjury in support of the above
contentions. (App. Opening Br., exhibit K; App. Suppl. Br., exhibit A.)

Appellant argues that the facts in the present appeal are distinguishable from the facts in
Monsour v. Commissioner, supra, and Huynh v. Commissioner, T.C. Memo 2006-180, because the
parties requesting relief in those two cases actively participated in the prior substantive proceedings,
such as participating in pretrial proceedings, signing briefs, and testifying at trial, whereas there is no
evidence that she participated in the prior appeal. Appellant contends that if there had been an oral
hearing in the prior appeal in which she had participated, then such participation would have been
evidence of material participation. Appellant argues that under Monsour v. Commissioner, supra, and

Huynh v. Commissioner, supra, the sole act of signing a document (i.e., the appeal letter) would not

¥ Staff notes appellant does not delineate whether she is referring to the 1995 federal return, 1995 California return, or both.
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raise the participation level to meaningful participation under the facts of the present appeal. Appellant
also contends that United States v. Young (9" Cir. 2006) 458 F.3d 998 is distinguishable because that
decision examines notice and the opportunity to participate, but did not address meaningful
participation. Appellant argues that opportunity to participate and meaningful participation are different
concepts and an opportunity to participate is not meaningful participation under Monsour v.
Commissioner, supra, or Huynh v. Commisisoner, supra. Appellant argues that the present appeal does
not involve the issue of whether a spouse waived a right to request innocent spouse relief by consciously
and deliberately deciding not to participate in an earlier proceeding in which the underlying tax liability
was contested. Appellant further contends that Lincir v. Commissioner, T.C. Memo 2007-86, is
distinguishable because counsel for Ms. Lincir, the requesting individual, stipulated for purposes of a
motion for summary judgment that she had meaningfully participated in the prior proceeding and the
court found based on this stipulated concession that Ms. Lincir meaningfully participated in the prior
proceeding.

In her reply brief, appellant contends that if appellant and Mr. Porter both filed the protest
letter and the appeal letter in the prior appeal, then these documents would be significant evidence of
whether appellant was involved in the prior proceeding. Appellant contends that respondent is
deliberately withholding these documents because they do not support respondent’s position that
appellant meaningfully participated in the prior proceedings.

Respondent’s Contentions

Respondent contends that R&TC section 18533, subdivision (e)(3)(B), bars the Board
from considering the merits of appellant’s request for innocent spouse relief. Respondent asserts that
three cases, Noons v. Commissioner, T.C. Memo 2004-243 [88 T.C.M. 388], Huynh v. Commissioner,
supra, and Lincir v. Commissioner, supra, address the issue of meaningful participation and are,
therefore, relevant to this appeal. (Resp. Opening. Br., pp. 5-6.) In each of those cases, the court ruled
that the taxpayer had participated meaningfully in a prior proceeding within the meaning of Internal
Revenue Code (IRC) section 6015, subdivision (g)(2), the parallel federal statutory provision to R&TC
section 18533, subdivision (¢)(3)(B).
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Citing Monsour v. Commissioner, supra, respondent contends that appellant bears the
burden to demonstrate that she did not meaningfully participate in the prior appeal and appellant has not
met this burden of proof. Respondent contends that appellant meaningfully participated in the prior
appeal because, after the Board received the original September 3, 2003, appeal letter, it informed Mr.
Porter that appellant’s name would only be included in the prior appeal if the Board received a written
submission from appellant. Respondent contends that appellant voluntarily chose to be a party to the
prior appeal when she signed the October 3, 2003, appeal letter. Respondent contends that, since the
Board subsequently included appellant in the prior appeal, the Board did in fact receive the written
submission from appellant. According to respondent, the October 3, 2003, appeal letter with appellant’s
signature was submitted directly to the Board, as it does not have any written documentation of
receiving the copy of the October 3, 2003, appeal letter with appellant’s signature. Respondent also
contends that appellant meaningfully participated in the prior appeal, because the signature on the
September 3, 2003, appeal letter is virtually identical to appellant’s admitted signature on the submitted
1994 California return and appellant admits she signed this return. Respondent further contends that
appellant had the opportunity to participate in the prior appeal and it was incumbent upon her to
determine her level of participation. Respondent contends that, although appellant and Mr. Porter
elected not to have an oral hearing in the prior appeal, the Board nonetheless heard and determined the
appeal. Respondent contends that appellant should not be entitled to avoid the prohibitions of R&TC
section 18533, section (¢)(3)(B), simply because she chose not to have an oral hearing for the prior
appeal.

Respondent contends that it has not deliberately withheld any pertinent documents in the
present appeal. Attached to its December 22, 2008, reply brief, respondent submitted copies of the
following additional documents: 1) a grant deed transferring the subject property; 2) the original appeal
letter dated September 3, 2003; 3) respondent’s December 22, 2003, memorandum to the Board
concerning the prior appeal; 4) a copy of the couple’s 1994 federal return; 5) respondent’s schedule
showing a computation of the couple’s 1994 tax liability; and 6) the couple’s federal Individual Master
File. (Resp. Reply Br., exhibits M — O.) Respondent contends that there are no other documents that

have not been previously submitted to appellant and the Board.
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Respondent does not discuss the provision of subdivision (e)(3)(B) that provides a res
judicata exception if the qualification for relief was not an issue in the prior appeal.

Applicable Law

R&TC section 18533, subdivision (e)(3)(B), states in its entirety:

In the case of any election under subdivision (b) or (c), if a decision of the

board in any prior proceeding for the same taxable year has become final,

that decision shall be conclusive except with respect to the qualification of

the individual for relief that was not an issue in that proceeding. The

exception contained in the preceding sentence does not apply if the board

determines that the individual participated meaningfully in the prior

proceeding.

From the above-quoted statutory language, it follows that the Board’s determination in a prior
proceeding controls the outcome in a subsequent proceeding involving the same taxable year unless:
(1) the qualifications for relief in the subsequent proceeding were not at issue in the prior proceeding,
and (2) the taxpayer did not participate meaningfully in the prior proceeding. (See Vetrano v.
Commissioner (2001) 116 T.C. 272, 278.)

The federal counterpart to R&TC section 18533 is IRC section 6015. IRC section 6015
is organized similar to R&TC section 18533, containing provisions for traditional relief under
subdivision (b), separate liability election under subdivision (c), and equitable relief under subdivision
(f). In addition, IRC section 6015(g)(2) contains language that is substantially identical to R&TC
section 18533, subdivision (e)(3)(B), providing for the conclusive effect of prior proceedings.

While there is not yet authority interpreting R&TC section 18533, subdivision (¢)(3)(B),
there is now considerable federal authority interpreting IRC section 6015(g)(2). When a California
statute is substantially similar to a federal statute, federal law interpreting the federal statute is generally
considered highly persuasive. (Douglas v. State of California (1942) 48 Cal.App.2d 835.) In particular,
the Board has noted that “federal precedent is applied extensively in California innocent spouse cases.”
(Appeal of Patricia Tyler-Griffis (2006-SBE-004) supra, citing Rev. & Tax. Code, § 18533, subd.
(2)(2).)

The IRS’s interpretation of IRC section 6015(g)(2) is set forth in Treasury Regulation
1.6015-1(e), which states in pertinent part:

I
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A requesting spouse has not meaningfully participated in a prior

proceeding if, due to the effective date of section 6015, relief under

section 6015 was not available in that proceeding. Also, any final

decisions rendered by a court of competent jurisdiction regarding issues

relevant to section 6015 are conclusive and the requesting spouse may be

collaterally estopped from relitigating those issues.
The tax court has held that IRC section 6015(g)(2) applies to claims for equitable relief under
subdivision (f). (Thurner v. Commissioner (2003) 121 T.C. 43, 51.) This is because a claim for
equitable relief is “subordinate and ancillary” to traditional claims for relief under subdivisions (b) and
(c). (Id.; see also Appeal of Patricia Tyler-Griffis, supra.) There was meaningful participation in a prior
proceeding where the taxpayer was made aware of her right to elect innocent spouse relief. (Moore v.
Commissioner, T.C. Memo 2007-156.) There was meaningful participation in a prior proceeding where
the taxpayer participated in pretrial preparations and testified at trial, even though the prior case only
involved the underlying tax liability. (Huynh v. Commissioner, supra.) Where there was meaningful
participation in a prior proceeding, the prior proceeding is conclusive even though the more recently
enacted and expanded relief provisions of section 6015 were not available at the time. (Lincir v.
Commissioner, supra.) Finally, the requesting spouse bears the burden of proving by a preponderance
of the evidence that she did not participate meaningfully in the prior proceeding. (Monsour v.

Commissioner, supra.)

Staff Comments

Absent an exception from res judicata, appellant is barred under R&TC section 18533,
subdivision (e)(3)(B), from seeking relief under subdivision (c) in the present appeal. It is appellant’s
burden to prove that she did not meaningfully participate in her prior appeal. (Monsour v.
Commissioner, supra.) The parties should be prepared to discuss whether the presence of appellant’s
purported signature on the appeal letter is sufficient evidence that appellant meaningfully participated in
the prior appeal, which was decided without oral arguments. The parties should also be prepared to
discuss whether there is any evidence that appellant participated in any contacts with respondent or was
otherwise involved in the prior appeal, including the protest stage.

In determining whether an appeal letter is valid, it appears that the controlling question is

one of intent and the presence of a proper signature is only one factor in determining whether both
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spouses intended to file an appeal. (Compare Shea v. Commissioner (6™ Cir. 1986) 780 F.2d 561, 567
(In determining whether a joint return is valid, the controlling question is one of intent and the presence
of a proper signature is only one factor in determining whether the parties intended to file a joint
return.).) There is a factual dispute as to whether the appeal letter was filed without appellant’s
knowledge or consent and whether her signature on the appeal letter is authentic. Although respondent
contends that appellant’s signature on the 1994 joint return is virtually identical to her signature on the
appeal letter and she admitted to having signed the 1994 joint return, staff notes that appellant’s
signature on the appeal letter appears different than her signature on the grant deed. (App. Opening Br.,
exhibit [; exhibit B to this Hearing Summary.)

It is unclear from the record whether a protest letter was filed in addition to a 1994
California joint return. In its opening brief, respondent states that a timely protest against the NPA was
filed, that “the couple maintained that the correct tax due was $28,832.00 instead of the $54,931.00
proposed by respondent” and that “[a]t protest, the couple submitted a prepared 1994 California
nonresident return (540NR)[.]” (Resp. Opening Br., p. 2.) Staff notes that respondent contends that it
has produced all relevant documents in its possession concerning the present appeal. Respondent should
nonetheless ascertain whether a protest letter (or other document) was filed in conjunction with the
substitute 1994 part-year or nonresident return. If so, respondent should be prepared to provide the
Board and appellant a copy of the protest letter (or other document) at least 14 days prior to the
hearing.”  Staff notes that the prior appeal file indicates that, other than the September 3, 2003, appeal
letter, no other brief was filed on behalf of the couple in the prior appeal.

Appellant contends that she now qualifies for separate liability election under R&TC
section 18533, subdivision (c), which was not available to her while Mr. Porter was alive. (See R&TC
§ 18533, subd. (c)(3)(A)(i)(I).) The parties should be prepared to discuss whether appellant
meaningfully participated in the prior appeal in view of the fact that she did not qualify for relief under
R&TC section 18533, subdivision (¢). Specifically, the parties should be prepared to discuss whether

appellant could have claimed innocent spouse relief under subdivision (c) or (f) in the prior appeal while

? Exhibits should be submitted to: Claudia Madrigal, Board of Equalization, Board Proceedings Division, P. O. Box 942879
MIC: 80, Sacramento, CA 94279-0080
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Mr. Porter was still alive. Staff notes that the Board has determined that it does not have jurisdiction to
hear a request for equitable relief under subdivision (f) absent a request for relief under subdivision (b)
or (c) (Appeal of Patricia Tyler-Griffis, supra, and appellant only claims to be entitled to relief under
subdivision (c) or, alternatively, subdivision ().

If the Board concludes that appellant participated meaningfully in the prior appeal or the
qualifications for relief at issue in this appeal are the same as those at issue in the prior appeal, then the

Board’s prior decision is conclusive in this matter. If the Board concludes that neither of those

conditions is satisfied, then it must move on to the final issue and consider appellant’s request for
innocent spouse relief.
I11. Question (2): Alternatively, if res judicata does not apply, whether appellant has demonstrated
that she is entitled to innocent spouse relief.
Contentions

Appellant’s Contentions

Appellant’s Contentions Regarding R&TC Section 18533, Subdivision (¢)

Appellant contends that she is entitled to innocent spouse relief pursuant to R&TC
section 18533, subdivision (c). Appellant contends that she and Mr. Porter were no longer married as of
the date of his death, March 27, 2006, and she made a timely election for separate liability within two
years of collection action against her; appellant contends that the first collection action against her
occurred in 2006 when a levy was made on her bank account. As discussed in detail above, appellant
asserts that she had no actual knowledge of the understatement for 1994 and it was attributable to a
claimed deduction for the real property charitable contribution for the transfer to Corte Madera of the
subject property, which was Mr. Porter’s separate property. Appellant contends that there is no evidence
that she had any interest at any time in the subject property and the Board determined in the prior appeal
that the subject property was Mr. Porter’s separate property; appellant cites to the Board’s written
decision for the prior appeal (Resp. Opening Br., exhibit E, p. 2, fn. 2 &4; see Exhibit C to this Hearing
Summary.) Appellant contends that her knowledge was limited to knowing that she was requested to
sign a document (i.e., the grant deed) relating to property that was indisputably her husband’s separate

property and the document contains no reference to a sale or a sale price. Citing Rowe v. Commissioner,
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T.C. Memo 2001-325, appellant contends that there is no definite evidence that shows that appellant had
an actual and clear awareness (as opposed to reason to know) of the omitted capital gain income
attributable to Mr. Porter’s share of the bargain-sale of his separate property to Corte Madera. Appellant]
contends that she had no direct tax benefit because no overstated deductions or other benefits claimed on
the 1994 return acted to shelter any of her income in 1994. She also contends that no assets have been
transferred between Mr. Porter and herself as part of a fraudulent scheme and there are no disqualified
assets. Appellant does not seek relief for that portion of the 1994 tax liability attributable to her wages
and interest income that has not already been satisfied by her W-2 withholding.

Appellant’s Contentions Regarding R&TC Section 18533, Subdivision (f)

Alternatively, appellant contends that she is entitled to equitable relief pursuant to R&TC
section 18533, subdivision (f). Appellant contends that respondent abused its discretion to deny her
equitable relief. She contends that she is no longer married to Mr. Porter, Mr. Porter and she filed a join{
return for 1994, the request for relief was timely made within four years of the date of first collection
efforts began against appellant when respondent issued the bank levy on November 17, 2006. She
contends that the liability is based entirely on the capital gain that resulted from the sale portion of the
subject property to Corte Madera and the subject property was Mr. Porter’s separate property. She
contends that she had no material knowledge of the item and its related tax liability other than signing
the grant deed at Mr. Porter’s request. Appellant accepts responsibility for any unpaid tax related to her
own wage and interest income that has not already been satisfied by her W-2 withholding. She contends
that there were no fraudulent transfers between Mr. Porter and herself and no disqualified assets were
transferred from Mr. Porter to her. She also contends that she did not file or fail to file a return with
fraudulent intent; she believed that Mr. Porter had filed all of their returns, including the 1994 return.
Appellant signed the 1994 return prepared by Ms. Nance, which showed a modest tax due, believing the
tax would be paid. Appellant contends that she had no direct tax benefit because no overstated
deductions or other benefits claimed on the 1994 return acted to shelter any of her income in 1994. She
claims no spousal abuse or divorce was involved.

As for economic hardship, appellant contends that she does not have the ability to pay

Mr. Porter’s portion of the 1994 tax deficiency, but she intends to pay any tax liability attributable to her
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items on the 1994 return. Appellant contends she is debt-ridden, elderly, retired, and living in Mexico
where she cannot obtain employment that will provide material income. Other than her social security
benefits and whatever income distributions might be available to her as income beneficiary of the
Barbara Bladen Porter Irrevocable Trust, she has no sources of income and she is not entitled to any of
the underlying assets held in that trust; her income is dependent on the royalties controlled by third party
oil producers. Furthermore, she contends that she incurred substantial expenses as a result of Mr.
Porter’s last illness; he was treated in the United States. She contends she resorted to loans and credit
cards to meet her living expenses after respondent levied her only two bank accounts. Appellant further
contends that after Mr. Porter’s death she was forced to retain counsel to represent his interest in tax
disputes with the IRS. Appellant contends she is fully compliant with her California income tax filings.
She contends that after she discovered Mr. Porter had not filed their returns for several years she
immediately took steps to retain professional assistance, which is another incurred expense, in order to
prepare and file tax returns for all outstanding years and to pay all tax, interest and penalties due for each
year to the IRS and respondent, which is still another incurred expense.

Respondent’s Contentions

Respondent’s Contentions Regarding R&TC Section 18533, Subdivision (c)

Respondent contends that appellant is not entitled to innocent spouse relief pursuant to
R&TC section 18533, subdivision (c), because appellant had actual knowledge of the item giving rise to
the 1994 tax deficiency because she admitted she participated in and signed the transaction documents
involving the transfer of the subject property to Corte Madera and she signed the 1994 federal joint
return, which reported the transfer of the subject property.

Respondent’s Contentions Regarding R&TC Section 18533, Subdivision (f)

Respondent also contends that appellant is not entitled to equitable relief pursuant to
R&TC section 18533, subdivision (f). With respect to the criteria set forth in section 4.01 of Revenue
Procedure 2003-61, respondent contends that appellant appears to meet all of the threshold
requirements, except for the attribution of the item to the non-requesting spouse. According to
respondent, it is unclear whether appellant may have obtained any interest in the subject property during

her marriage, especially in light of the fact that she was required to sign documents transferring the
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subject property to third parties. With respect to the criteria set forth in section 4.02 of Revenue
Procedure 2003-61, respondent contends that appellant failed to show that she did not know, or have
reason to know, that the tax would not be paid and she has provided insufficient evidence to show she
would suffer economic hardship if relief were not granted; respondent contends that appellant has
revealed very little information concerning her financial situation. With respect to the criteria set forth
in section 4.03 of Revenue Procedure 2003-61, respondent contends that appellant had actual knowledge
of the item of deficiency and, at the very least, knew, or had reason to know, of the understatement that
resulted in the proposed assessment, and has not demonstrated economic hardship. Respondent
contends that there is no evidence concerning appellant’s access to family financial records and she was
likely involved in familial financial affairs because Mr. Porter was reportedly withdrawn in his older
years.

Applicable Law

Background
Under R&TC section 19006, subdivision (b), a joint return filed by a husband and wife

results in joint and several tax liability; thus, respondent is entitled to assert the entire tax liability
against either party. The innocent spouse provisions of R&TC section 18533 allow an individual who
files a joint return to be relieved of all or a portion of that joint and several liability. When a California
statute is substantially identical to a federal statute (as R&TC section 18533 is to IRC section 6015),
federal law interpreting the federal statute is considered highly persuasive. (Douglas v. State of
California (1942) 48 Cal.App.2d 835.) In particular, federal precedent is applied in California innocent
spouse cases. (Appeal of Patricia Tyler-Griffis, supra; see also Rev. & Tax. Code, § 18533, subd.
(©)(2))

The “Taxpayer’s Bill of Rights Act of 1999 amended R&TC section 18533 in order to
expand the availability of innocent spouse relief. Among other things, the Act conformed the provisions
of R&TC section 18533 to federal provisions and provided an avenue by which the FTB may award
equitable relief (which equitable relief provision is found in subdivision (f) of R&TC section 18533).
The revisions to R&TC section 18533 are generally applicable to any tax liability arising after, or

remaining unpaid after, the October 10, 1999 effective date of the Act.
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There are three types of innocent spouse relief under R&TC section 18533: traditional
relief under subdivision (b), separate liability election under subdivision (c), and equitable relief under
subdivision (f). Appellant’s request for innocent spouse relief seeks separate liability election under
subdivision (c) and equitable relief under subdivision (f).

Subdivision (¢): Separate Liability Election

R&TC section 18533, subdivision (c), allows the electing spouse to limit her liability for
a deficiency resulting from a joint return to the amount which would have been allocable to her had she
filed a separate return. However, if respondent demonstrates that the electing spouse had actual
knowledge, at the time she signed the return, of the particular item giving rise to the deficiency, then the
separate liability election will not apply unless the electing spouse signed the return under duress. (Rev.
& Tax. Code, § 18533, subd. (c)(3)(C).) Separate liability relief is also not allowed to the extent that the
item giving rise to the deficiency gave the electing individual a direct tax benefit. (Rev. & Tax. Code,
§ 18533, subd. (d)(3)(B).) The actual knowledge requirement under subdivision (c) should be
interpreted more narrowly than the “reason to know” standard under subdivisions (b) and (f). McDaniel
v. Commissioner, T.C. Memo 2009-137 (citing Porter v. Commissioner, 132 T.C.No. 11 (April 23,
2009).)

In order to deny separate liability innocent spouse relief, respondent must prove the
requisite actual knowledge by a preponderance of the evidence. (Culver v. Commissioner (2001) 116
T.C. 189.) In the context of omitted income, the requesting individual’s actual knowledge of the
underlying transaction that produced the income is sufficient to preclude innocent spouse relief (the
“knowledge-of-the-transaction test”). (Cheshire v. Commissioner (5™ Cir. 2002) 282 F.3d. 326, 332-
333.) However, where an electing party has actual knowledge of an income source, but no knowledge
of the financial gain, the electing party may still qualify for separate liability election relief. (Martin v.
Commissioner, T.C. Memo, 2000-346.)

An alternative knowledge test applies for erroneous deduction cases. In the context of
erroneous deductions, actual knowledge of the underlying transaction, standing alone, is not enough to
preclude innocent spouse relief. (Cheshire v. Commissioner, supra, 282 F.3d. at 333 (citing Price v.

Commissioner (9™ Cir. 1989) 887 F.2d 959, 964 and Reser v. Commissioner (5th Cir. 1997) 112, F.3d
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1258, 1267.) In addition, “the requesting spouse must have more than mere ’knowledge that the

29

[improper] deduction appears on the return.”” (McDaniel v. Commissioner, supra quoting King v.
Commissioner (2001) 116 T.C. 198.) Rather, respondent must show that the electing spouse had actual
knowledge of the factual circumstances that resulted in the disallowance of the deduction. Sec. 1.6015-
3(c)(2)(k)(B), Income Tax Regs; see Rowe v. Commissioner, supra; King v. Commissioner, supra; Mora
v. Commissioner (2001) 117 T.C. 279.)

The statute of limitations for claims under subdivision (¢) of R&TC section 18533
appears to be the same as the statute of limitations for claims under subdivision (b) of R&TC section
18533. Like subparagraph (b)(1)(E) of R&TC section 18533, subparagraph (c)(3)(B), expressly requires|
that a claim for innocent spouse relief be filed within two years of the date of first collection activities
against the spouse claiming relief. However, subparagraph (h)(2) of R&TC section 18533 states that the
two-year limitations period set forth in R&TC sections 18533(b)(1)(E) and 18533(c)(3)(B) “does not
expire before the date that is four years after the date of the first collection activity after October 10,

1999 [the effective date of the 1999 revisions to R&TC section 18533].”

Subdivision (f): Equitable Innocent Spouse Relief

R&TC section 18533, subdivision (f), gives respondent the discretion to provide
“equitable” innocent spouse relief from “any unpaid tax or any deficiency (or any portion of either),”
when a taxpayer does not qualify for innocent spouse relief under subdivisions (b) and (¢). If a request
for equitable relief is coupled with a request for relief under subdivisions (b) and/or (c), the Board has
jurisdiction to determine if respondent’s failure to grant equitable innocent spouse relief amounts to an
abuse of discretion. (Appeal of Patricia Tyler-Griffis, supra.) Respondent’s denial of equitable relief is
respected unless it is arbitrary, capricious, or without sound basis in fact. (Jonson v. Commissioner,
(2002) 118 T.C. 106; Pacific First Federal Savings Bank v. Commissioner (1993) 101 T.C. 117.)
/1
11
/1
/1
/1
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Section 4.01 of Revenue Procedure 2003-61 sets forth general conditions to the grant of
equitable relief.'® Among other things, these conditions generally require that the income tax liability be
attributable to an item of the nonrequesting spouse.'’ The general conditions set forth in the Revenue
Procedure also require, for federal purposes, that relief be claimed within two years of the date of the
first collection activities against the requesting spouse. (See also Treasury Regulation § 1.6015-5(b)(1).)

If the general conditions for equitable relief are met, Revenue Procedure 2003-61 sets
forth a nonexclusive list of factors that are relevant to whether equitable relief should be granted. That
list includes:

e cconomic hardship — whether the requesting spouse would suffer economic
hardship if relief is not granted;

e knowledge or reason to know — with respect to a deficiency, whether the
requesting spouse knew or should have known of the item giving rise to the
deficiency and, with respect to an underpayment, whether the requesting spouse
knew or had reason to know that the other spouse would not pay the stated tax;

e significant benefit — whether the requesting spouse received a significant benefit

from the underpayment or the item giving rise to the deficiency;

1 Since Revenue Procedure 2003-61 is effective for innocent spouse relief requests filed on or after November 1, 2003, it
applies to the present appeal because appellant filed her innocent spouse request on December 15, 2006. Although sections 3
and 6 of Revenue Procedure 2003-61 state that it supersedes Revenue Procedure 2000-15, 2000-1 C.B. 447, appellant argues
that Revenue Procedure 2000-15 is controlling in the present appeal, because it addresses the law as it was between 1998 and
2000 and the California legislature has not conformed to either the 1998 or 2000 amendments to IRC section 6015. In her
reply brief, appellant states, “Respondent’s analysis using a revenue procedure which addresses statutory changes not
endorsed by the California legislature is inappropriate and is beyond that agency’s authority.” (App. Reply Br., p. 11.) As
discussed above, when a California statute is substantially identical to a federal statute (as R&TC section 18533 is
substantially identical to IRC section 6015), federal law interpreting the federal statute is considered highly persuasive.
(Douglas v. State of California, supra, 48 Cal.App.2d 835.) We have previously determined that federal precedent is applied
in California innocent spouse cases. (4Appeal of Patricia Tyler-Griffis, supra.) Moreover, R&TC section 18533, subdivision
(2)(2), specifically provides that in construing the California innocent spouse statute, any regulations that the IRS
promulgates under IRC section 6015, as amended by Public Law 105-206, shall apply to the extent that those regulations do
not conflict with R&TC section 18533 or with any regulations that may be promulgated by the FTB. It appears that
appellant’s argument that Revenue Procedure 2000-15, rather than Revenue Procedure 2003-61, applies to the present appeal
is without merit.

" This general rule will not apply if one of four exceptions applies: (i) the item is attributable to the requesting spouse solely
due to the operation of community property laws, (ii) the item relates to an asset that is only nominally owned by the
requesting spouse, (iii) funds intended for the payment of tax were misappropriated by the nonrequesting spouse for the
requesting spouse’s benefit or (iv) the requesting spouse establishes that she was the victim of abuse that caused her not to
challenge the treatment of any items on the return for fear of retaliation.
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e nonrequesting spouse’s legal obligation — whether the nonrequesting spouse has a
legal obligation to pay the outstanding tax liability pursuant to a divorce decree or
settlement;

e compliance with income tax laws — whether the requesting spouse has made a
good faith effort to comply with income tax laws in years following the years to
which the request for relief relates;

e abuse — whether the requesting spouse was the subject of abuse (but the absence
of this factor will not weigh against a grant of relief); and

e mental or physical health — whether the requesting spouse was in poor mental or
physical health when she signed the return or when she requested relief (but the e
absence of this factor will not weigh against a grant of relief).

(See Rev. Proc. 2003-61, § 4.03, 2003-2 C.B. 298.)
STAFF COMMENTS

Statute of Limitations Issues

Appellant contends that she timely filed her request for relief on December 15, 2006,
because respondent first began collection action against her when it issued the November 17, 2006,
Order to Withhold. Respondent does not address the timeliness of appellant’s request. It contends,
however, that it commenced billing and collection activities after the Board decided the prior appeal on
May 25, 2004, and applied the first payment of $5,000 on December 7, 2004, towards the 1994 tax
deficiency. Thus, although there is a factual dispute as to when respondent commenced collection
activities against appellant, there is no dispute regarding the statute of limitations. However, staff notes
that this is a potential issue that the Board may wish to consider at the hearing. R&TC section 18533,
subdivision (f), does not provide a statute of limitations for purposes of equitable relief requests. The
IRS applies a two-year statute of limitations to requests for equitable relief under IRC section 6015(f), as
indicated by Treasury Regulation section 1.6015-5(b)(1) and section 4.01(3) of Revenue Procedure
2003-61, from the date of the first collection activity against the requesting spouse with respect to the
joint tax liability . Treasury Regulation section 1.6015-5(b)(2)(1) defines “collection activity” as

follows:
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... asection 6330 notice, an offset of an overpaym ent of the requesting

spouse against a liability under section 6402, the filing of a suit by the

United States against the requesting s pouse for the collec tion of the joint

tax liability; or the filing ofacl  aim by the United Sta tesinacou rt

proceeding in which th e requesting spouse is a party o r which invo lves

property of the requesting spouse. Collection activity does not include a

notice of d eficiency; the filing of a Notice o f Federal Tax Lien; 0 ra

demand for payment of tax. [Emphasis supplied.]

Subparagraph (b)(2)(ii) of the above regulation further defines a “section 6330 notice” as
a notice that is sent pursuant to IRC section 6330 that provides notice of intent to levy and the right to a
collection due process hearing.

Although the facts and circumstances surrounding the billing and collection activities and
the December 7, 2004, and May 31, 2005, payments are not clear from the record, respondent would not
have begun collection activity for the 1994 tax liability until after the Board decided the prior appeal on
May 25, 2004. As for appellant’s request for separate liability relief, it thus appears that appellant
timely filed her request for innocent spouse relief on December 15, 2006, since this date is less than four
years from the earliest time when respondent may have commenced collection activities. (R&TC
§ 18533, subdivs. (c)(3)(B) & (h)(2).)

As for appellant’s request for equitable relief, however, there is a potential statute of
limitations issue as to whether the four-year period provided by R&TC section 18533, subdivision
(h)(2), applies to claims under R&TC section 18533, subdivision (f). Resolution of this issue depends
on when respondent commenced collection activity against appellant, as she is the requesting individual.
(R&TC § 18533, subd. (c)(3)(B).) The IRS applies a two-year period for equitable relief requests, as
indicated in Treasury Regulation section 1.6015-5(b)(1) and Rev. Proc. 2003-61, 2003-2 C.B. 296,
section 4.01(3). If the two-year period provided by the IRS for equitable claims applies to equitable
claims under R&TC section 18533, subdivision (f), it appears that appellant’s claim for equitable relief
under subdivision (f) would be barred, assuming that respondent commenced collection activities on or
prior to December 7, 2004, when it reportedly applied the first payment of $5,000 towards the 1994 tax
deficiency. Appellant filed her request for relief on December 15, 2006, which is more than two years

from December 7, 2004, when respondent reportedly applied a payment towards the 1994 tax liability.

At the oral hearing, the parties should address when respondent commenced collection activity against
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appellant. The parties should also discuss the issue of whether the federal two-year statute of limitations
for requests for equitable relief applies to appellant’s request for equitable relief under subdivision (f) or,
alternatively, whether the statute of limitations for equitable relief under subdivision (f) is the same four-
year period as appellant’s indisputably timely request for separate allocation under subdivision (c).

Other Issues

In the prior appeal, one of the issues before the Board was whether appellants’ deduction
for the real property charitable contribution to Corte Madera is limited to 30 percent of their federal
adjusted gross income for 1994. The Board determined that respondent properly disallowed that portion
of that claimed deduction on the couple’s 1994 joint California return that exceeded 30 percent of the
couple’s federal adjusted gross income. This case thus appears to involve a tax deficiency due to an
erroneous deduction, rather than omitted income. The parties, however, appear to discuss the requisite
lack of knowledge on the part of appellant under subdivision (c) in the context of omitted income.
Respondent contends that appellant is not entitled to separate liability election because she had actual
knowledge of the real property transaction, as evidenced by the fact that she participated in and signed
the grant deed. Appellant argues that her knowledge of the omitted income cannot be inferred from her
signature on a document that contains no reference to a sale or a sale price. As discussed above, in the
context of erroneous deductions, it is not enough for respondent to show that a requesting party had
knowledge of the transaction underlying the erroneous deduction. Instead, respondent has the burden of
proving the requesting individual had actual knowledge of the factual circumstances that resulted in the
disallowance of the deduction at the time she signed the 1994 return on April 10, 2002. The parties
should be prepared to discuss whether appellant’s knowledge under subdivision (c) should be analyzed
in the context of omitted income or erroneous deduction.

Assuming the 1994 tax deficiency in this case is due to an erroneous deduction, rather
than omitted income, respondent has the burden to prove that, at the time appellant signed the return on
April 10, 2002, she had actual knowledge of more than the mere transfer of the subject property to Corte
Madera. In the context of the disallowed real property charitable deduction for more than 30 percent of
the couple’s federal adjusted gross income, appellant’s signature on the grant deed alone does not appear|

to be sufficient proof of actual knowledge, especially since the grant deed does not indicate the legal or
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financial nature or structure of the transfer of the subject property to Corte Madera. The parties should
be prepared to discuss the factual circumstances that resulted in the disallowance of the deduction in
excess of 30 percent of the couple’s federal adjusted gross income and whether respondent has met its
burden of establishing that appellant had actual knowledge of such factual circumstances.

Appellant should establish that she would suffer economic hardship if her request for innocent spouse
relief is denied by submitting financial documentation (such as a current financial summary showing
assets, liabilities, income and expenses; recent tax returns, earnings statements and copies of bills for

major financial obligations such as housing expenses). (See fn. 9.)
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Appeal of William L. Porter
Case ID No. 237222

Dear Mr. Porter:

We are accepting your correspondence dated September 3, 2003, as 2 personal income tax
appeal for the year 1994 in the amount of $54,931.00 in tax, $13,732.75 in penalties, plus

interest. This appeal is based upon the Franchise Tax Board’s Notice of Action dated August 12,
2003.

We note that the Franchise Tax Board issued the assessment to more than one person and
that you were the only person that signed the appeal. Regulation 5012, Form, (attached) requires
that each person that is appealing the Franchise Tax Board’s assessment sign the appeal. If the
other person intended to appeal, please have that person sign the enclosed copy of the appeal
letter and return it to us in the enclosed envelope. As an alternative, the other person may write
us a separate letter informing us that she is appealing also. In the absence of any such
notification, the appeal will remain in your name only.

We are requesting the Franchise Tax Board to file a brief in support of its position in this
matter on or before December 9. 2003, and to furnish you with a copy. All briefs should not
exceed 30 typed or handwritten, double-spaced, or 15 typed or handwritten, single-spaced. 814"
by 117 pages, printed only on one side in a type-font size of at least 10 points or 12 characters per
inch, or the equivalent, excluding exhibits.

Please nate that the Franchise Tax Board and the Board of Equalization (BOE) are
separate and distinct agencies. Furthermore, this appeal is an entirely new proceeding. Any
information or other material that you have previously supplied to the Franchise Tax Board, or
any information or other material that they may have supplied you, is not part of the record in this
appeal. After the Franchise Tax Board files its brief, you will be given the opportunity to file a
reply brief. If you have not already done so, at that time you should submit all documents that
you rely upon to support your case. Complete documentation gives the BOE a better opportunity
to consider the merits of your position, and it is possible that the Franchise Tax Board may
reconsider its position.

Exhibit /45
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Mr. William L. Porter . 2- September 10, 2003

Filing an appeal will not stop the compounding of interest. During the appeal process,
interest will continue to compound on a daily basis. Full payment of the proposed additional tax,
any penalties and interest at this time will ensure that no additional interest will compound while
vour case is on appeal. Payment will convert your appeal to an appeal from a denial of a claim
for refund. You will be paid interest if you are successful in your appeal. If you wish to make
full payment, Franchise Tax Board staff is available to assist you in determining the amount of
interest that has compounded to date. Please contact the Franchise Tax Board staff directly at
916-845-5737 or 916-845-4036 for assistance in this regard.

For your information, enclosed are copies of the Franchise and Personal Income Tax
Appeals Pamphlet and Articles 1 and 7 relating to the appellate procedure for Corporation
Franchise and Personal Income Tax Appeals. Please read carefully Regulations 5075 and 5075.1.

Sincerely,

Candice Md:ﬁannei
Appeals Analyst

Board Proceedings Division
Enclosures

cc: Franchise Tax Board
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WILLIAM L. PORTER

L

State Board of Equalization Appeals Yage. . /
State Board of Equalization R T AP
450 N. Strest S
PO Box 942879 '

Sacramento CA 94279 — 0081

My name is William L. Porter.

1 wish to appeal the enclosed ﬂoﬁceafAman

In 1993, my wife and I moved to Mexico. We sold our home in San Franmmand
purchased a house here in San Miguel de Allende, Gto. We have lived here ever since and
this is our residence. I requested and was granted Residence Status, Form FM 3, by the
Mexican Govt., in Sept. of 1993,

We moved our furniture to San Miguel in Dec of 1993 and took possession of our home or
Dec. 1, 1993, We did not file a Mmmmmwrlmbmusezmughtmatas
r&cide%ofMezdmwed&dmthavemﬁte

In 1996, 1 received a Notice of Failure to File for the year 1994. I was vacationing in
California and went to the FTB Office in Santa Rosa CA. They explained that I had CA
source Income and needed to pay tax on that income. They said 1 did not have to file (1
had pbjected to filing because I felt it would be an admission of CA residence) but that1
had to pay the tax, plus penalties and interest. Imxdﬂxemicsiata&amauntdemanded
by the FTB and went back to Mexico.
zdanmbemm&pmwmhasbeengmhaWrmﬂncemmmMexim
Even If tax were due for the sale of property in Corte Maderg, I think that it should be
fimited to tax on that event. The other sources of income should not be Induded. And, I
do not believe that we have been credited with the payments made in Santa Rosa, CA.
The Santa Rosa payment included a penalty for failure to file and I believe that the
penalties and interest resulting from non - filing should be limited to that amount.

At least, we shouid receive credit for that paymert.
IdonathaveampyofﬂxeSanzamgapas.Myspemona!paperswareiostinmpping :
from CA to San Miguel In 1996. But your records should show the payment.

1 do not have a copy of the original Notice of Proposed Assessment.

My daytime telephone number is: I My f=x no is: NG
| urrferlzmabeiy our phones are not working-fow_because of heavy rains; Telmex says
we will get service back by Sept. 22.

I am unable to caiculate the precise difference tnﬁzeassassedamwmmatwouiﬁm
fmmpemtsra%sedabwebeing upheld,

zxfé« L. ,g,z% Gy 3 p0e5

‘ &WACHMENT TO BARBARA BLADEN PORTER AFFIDAVIT

i 7 2¢ L E PN
o B Exhibit &5 S — J “da Qﬁm x 7in
Page / of _{




ADOPTED MAY 25, 2004
CALIFORNIA STATE BOARD OF EQUALIZATION

PERSONAL INCOME TAX APPEAL

Proposed

Appellants Year Assessment
William L. and Barbara B. Porter 1994 $54,9311
Case No. 237222
Representing the Parties:

For Appellants: William L. Porter

For Franchise Tax Board: Cody C. Cinnamon, Tax Counsel Il
Counsel for Board of Equalization: Amy Kelly, Tax Counsel
QUESTIONS: (1) Whether appellants were part-year residents of California in 1994,

(2) Whether 58.1 percent of appellants’ total interest, dividends and royalties
earned i 1994, and Mrs. Porter’s 1994 California wages, are subject to
taxation by California.

(3) Whether appeliants’ deduction for their real property charitable
contribution to the Town of Corte Madera is limited to 30 percent of their
federal adjusted gross income for 1994.

{4) Whether appellants are liable for the late-filing penalty.

{5) Whether appeliants have shown that respondent abused its discretion in
denying their request for interest abatement.

{6) Whether appellants should be credited with an alleged but unsubstantiated
payment of their 1994 liability.

! This is the disputed tax amount, which does not include a $13,732.75 late filing penalty and applicable interest.

NOT TO BE CITED AS PRECEDENT
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Appeal of William L. and Barbara B Porter 2

FINDINGS AND DETERMINATION

Facts and Contentions

Appeliants did not timely file a return for 1994, Because respondent received
information that appellants sold real property located in California in 1994, it contacted
appeliants on August 25, 2000, to determine their correct California income tax liability 2
Respondent prepared a substitute return for appeliants using information from the Internal
Revenue Service (IRS) and information provided by appeliants to determine that appellants owed
$54,931 in California income taxes.> Respondent issued a Notice of Proposed Assessment
proposing that amount in tax, plus a late filing penalty of $§13,732 and accrued interest.
Appellants protesied the NPA on May 6, 2002, asserting that the correct amount of tax was
$28,832. Appellants attached to their protest a California part-year resident income tax return
reporting Mrs. Porter’s California wages in the amount of $33,240.62 and the sale and gift of Mr.
Porter’s California real property to the Town of Corte Madera (Town). Appellants reported their
half of the gain from the sale of land (total sales price §1,200,000) in the amount of $591,502,4
and California itemized deductions totaling $363,637 (including their non-cash contribution to
the Town).> Appellants did not limit their non-cash charitable contribution deduction based on

2 Appellant-husband sold his right of way 1o portions of the old Northwestern Pacific Railroad located in Larkspur,
Califorma, to the Town of Corte Madera {Town). This property was co-owned by appellant-husband and a third
party. The sale apparently arose out of a dispute between the property owners and the Town. Although the property
was appraized at 32,262,000, the Town asseried it was unable to pay that amount. In a July 13, 19594 letter from the
Town, werms of a settlement agreement between the Town and the property owners are restated, e, that appellan:-
husband and his co-owner agreed 10 sell their right of way to the Town for §1,200,000 in cash and to make 2 gift 1o
the Town for the remaining amount of 1,062,000, Appellant-husband received proceeds from this transaction, after
costs, in the amount of $599,551.61.

3 Appellants’ 1994 income includes Mrs. Porter’s wages from her employment with Amphlett Printing Co. in San
Mateo, California. Mrs. Porter's 1994 W-2 provides her address as [IIIIEIEGzGEEEEEN
Mrs. Porter's resignation from her job the previous day was noted in the October 21, 1994 San Francisco Chronicle
(in Herb Caen’s column). Appellants also carned royalty, dividend and interest income in 1994,

4 A letter from the Pacific Coest Title Company of Marin dated July 14, 1994, shows that the net amount the title
company wansferred to appellant-husband was $599,551.61 (the amount respondent used on the NPA). Appellants
indicate on Statement 1 of their California return that they subtracted costs in the amount of 58,448, and & basis of
$50 {the value given in probate proceedings) 1o arrive at their figure of $591,502. 1t appears that respondent
disallowed appellants” claimed basis and costs not accounted for on the Seller’s Closing Statement {which provides
for total costs of $896.75; of which appellants’ half was $448.40},

SRaspmdam increased appellanis’ non-cash charitable contribution to $531,000, but limited their non-cash
charitable contribution deduction to 30 percent of appellants’ revised federal AGI ($745,326), or $223 598, (See
Rev. & Tax. Code, § 17201; IntRev, Code, § 170(b}.}

NOT TO BE CITED AS PRECEDENT
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their federal AGL. Appellants also indicated on the Schedule CA of their return that they were
California residents until Avgust 1, 1994, and that they moved to Mexico on July 31, 1994,
Upon consideration of appellants’ protest, respondent issued a Notice of Action affirming its
action. This timely appeal followed.

Appellants contend on appeal that they moved to Mexico in 1993 and were
granted residence status by the Mexican government in September of 1993. Appellants assert
they did not file a California return for 1994 because they believed that, as residents of Mexico,
they were not required to file a return in California. Appellants assert that they received a Notice
of Failure to File their 1994 return in 1996 and paid the asserted amount due in respondent’s
Santa Rosa, California, office while there on vacation.¢ Appellants allege that respondent’s
employee during that visit “explained that ] had CA source income and needed to pay tax on that
income. They said I did not have to file. . . but that I had to pay the tax, plus penalties and
interest.” Appellants also dispute the method that respondent used to calculate their 1994
California liability, i.e., appellants contend that their 1994 liability should be limited to the tax
due on the sale of their real property to the Town, and should not include other sources of
income.” Appellants do not cite any authority supporting this contention. Appellants do not
dispute the penalty for late filing of their 1994 return or interest on appeal except that they
believe they already paid the tax, penalty, and interest due for 1994 during their 1996 visit to
respondent’s Santa Rosa office.

Respondent contends that appellants were part-year residents of California in
1994, as demonstrated by appellants’ reporting on their return, under penalty of perjury, that they
were California residents until August 1, 1994. Respondent further contends it properly
calculated appellants’ California tax by determining appellants’ entire taxable income and
multxpi}mg that amount by the ratio of California AGI to total AGI from all sources, pursuant to
Revenue and Taxation Code (R&TC) section 17041, In addition, respondent contends it
properly included in appellants’ California-source income, income from all sources for the
peniod of appellants’ residence in California in 1994 {212 days), pursuant to R&TC section
17303,

Respondent further contends that appellants’ deduction for their non-cash
charitable contribution to the Town is limited to 30 percent of their federal AGI (or $223,598)
because they held the donated land as a long-term capital gain property and their deduction was

6 Neither respondent nor appeliants have any record of this payment for 1994 or the amourt that was allegedly paid.
Respandent indicates that it applied payments made by appellants in 1996 to appellants” 1993 and 1995 lisbilities.

7 Respondent indicates that appeliants previously also contended that their non-cash charitable contribution
deduction was Himited to 50 percent of federal AGI.
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Appeal of William L. and Barbara B. Porter 4

based on the property’s fair market value rather than its adjusted basis, pursuant to Internal
Revenue Code (IRC) section 170(b)(1 }(C)(i1). Finally, respondent contends that appellants have
shown neither reasonable cause for abatement of the late filing penalty, nor that it abused its
discretion in denying their request for interest abatement.

Discussion
A. Residency

The term *resident” includes individuals in this state for other than a temporary or
transitory purpose, and individoals domiciled in this state who are outside the state for a
temnporary or transitory purpose. (Rev. & Tax. Code, § 17014, subds. (2)(1) & (a)(2).) Further,
any individual who is a resident of this state continues to be a resident even though temporarily
absent from the state. (Rev. & Tax. Code, § 17014, subd. (¢).) The California Court of Appeal
and respondent’s regulations define “domiciie” as the location where a person has the most
settled and permanent connection, and the place to which a person intends to return when absent,
(Whittell v. Franchise Tax Board (1964) 231 Cal. App.2d 278, 284; Cal. Code Regs,, tit. 18,
§ 17014, subd. ().} An individual may claim only one domicile at 2 time. (Cal. Code Regs.,
tit. 18, § 17014, subd. {c}.)

While an individual’s intent will be considered when determining domicile, intent
will not be determined merely from unsubstantiated statements; the individual’s acts and
declarations will also be considered. (Appeal of Joe and Gloria Morgan, 85-SBE-078, July 30,
1985.) In order to change domicile, a taxpayer must actually move to a new residence and intend
to remain there permanently or indefinitely. (In re Marriage of Leff (1972) 25 Cal.App.3d 630,
642; Estate of Phillips (1969) 269 Cal.App.2d 656, 659.) The determination of whether or not an
individual is present in California for a temporary or transitory purpose depends largely upon the
facts and circumstances of each case. (Cal. Code Regs., tit. 18, § 17014, subd. (b}; Appeal of
Raymond H. and Margaret R. Berner, 2001-SBE-006-A, Aug. 1, 2001.)

The purpose of the residency statute is to insure that all individuals, who are
present in California for other than a temporary or transitory purpose, and enjoying the benefits
and protection of the state, should in return contribute to its support. (Cal. Code Regs., tit. 18,

§ 17014, subd. (a); Whittell v. Franchise Tax Board, supra, 231 Cal.App.2d at p. 285; Appeals of
Stephen D. Bragg, 2003-SBE-002, May 28, 2003.) Finally, respondent’s determinations of
residency are presumptively correct, and the taxpayer bears the burden of showing error in those
determinations. {(Appeal of Joe and Gloria Morgan, supra.)

In the instant matter, appellants concede on the Schedule CA of their 1994 return

that they were California residents “until 8/1/94,” and that they left California on July 31, 1994.
Appeliants do not present any objective evidence contradicting these statements, made under
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Appeal of William L. and Barbara B. Porier 5

penalty of perjury, on their 1994 return. Accordingly, despite appellants” unsubstantiated
assertions on appeal that they “moved to Mexico™ in 1993, we conclude that appellants were
part-year California residents in 1994,

B. California Method

R&TC section 17041, subdivision (b), provides, in pertinent part, for tax upon the
entire taxable income of every part-year resident of California that is equal to the tax as if the
part-year resident were a resident for the whole year multiplied by the ratio of California
adjusted income 1o total adjusted income from all sources. In addition, R&TC section 17303
provides that, for part-year residents, California source-income includes income derived from all
sources during the period of their residence in California. The Board has found that the
foregoing method does not tax out-of-state sources of income; it merely takes the out-of-state
income into consideration in determining the tax rate that should apply to California-source
income. (Appeal of Louis N. Million, 87-SBE-036, May 7, 1987; Appeal of Dennis L. Boone, 93~
SBE-015, Oct. 28, 1993.) Further, it is well settled that wages paid in compensation for services
performed in California, as well as any employee benefits in connection therewith, are taxable by
California. (Appeal of Oscar D. and Agatha E. Seltzer, 80-SBE-154, Nov. 18, 1980.)
Accordingly, Mrs. Porter’s California wages are properly taxable by California. In addition,
because appellants were California residents for 212 days during 1994, 2127365 (or 58.1 percent)
of their total dividends, interest, and royalty income earned in 1994 is alsc properly taxed by
California.

C. Charitable Contribution Deduction

R&TC section 17201 conforms to IRC section 170(b), which provides in part that
& deduction for a charitable contribution made by an individual to 2 governmental onit is allowed
to the extent that the aggregate of such contributions does not exceed 50 percent of the
taxpayer's contribution base for the taxable year. However, IRC section 170(b)(1)(C) limits the
deduction for contributions of capital gain property (to which subsection {€)(1 (B} does not
apply), made to (among other things) a governmental unit, to 30 percent of the taxpayer’s
contribution base for the year. The term “capital gain property” is defined as any capital asset
the sale of which at its fair market value at the time of the contribution would have resulted in
gain that would have been long-term capital gain. (Int. Rev. Code, § 170(0)(1)}C)Gv).)

Appellants do not dispute respondent’s contention that their contribution to the
Town of a portion of the value of their right of way, if sold at its fair market value, would have
resulted in long-term capital gain. Appellants’ 1994 statement 1, attached to their return’s
schedule D, indicates that appellant-husband inherited the property in 1949. Appeliants have not
produced any evidence or arguments to rebut the presumption that respondent’s determination is
correct. (See Todd v. McColgan {1949) 89 Cal.App.2d 509.) Unsupported assertions are not

NOT TO BE CITED AS PRECEDENT
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Appeal of William L. and Barbara B Porter 6

sufficient to satisfy appellants’ burden of proof. (dppeal of Aaron and Eloise Magidow, 82-
SBE-274, Nov. 17, 1982.)

D. Late Filing Penalty and Interest

Appellants do not dispute the imposition of either the late filing penalty or interest
except to contend that they already paid the tax, penalty, and interest due for 1994 when they
visited respondent’s Santa Rosa office in 1996. Appellants do not set forth any facts supporting
that they had reasonable cause to abate the late filing penalty. (See Rev. & Tax. Code, §19131))
Even if appellants’ were unaware of their filing requirement, ignorance of the law does not
excuse a taxpayer’s failure to timely file a return. (4ppeal of J. Morris and Leila G. Forbes, 67-
SBE-042, Aug. 7, 1967.)

In addition, appellants cannot assert that respondent should be estopped from
assessing the late filing penalty in reliance upon oral advice from respondent’s employee in
Santa Rosa (i.e., that they did not have to file a return for 1994). 1t is well settled that informal
opinions by respondent’s employees are insufficient to create an estoppel against respondent.
(Appeal of Mary M. Goforth, 80-SBE-158, Dec. 9, 1980.) The difficulty of asserting estoppel
against respondent, based upon oral communications with one of its employees, is that the record
can not demonstrate exactly what was asked and answered, and thus where the fault in the
misunderstanding lies. (See Appeal of Western Colorprint, 78-SBE-071, Aug. 15, 1978.) In any
case, appellants could not have relied on oral advice from respondent’s employee to their
detriment {as required to establish estoppel) because appellants were required to timely file their
1994 return by April 15, 1995, the year prior to allegedly receiving instructions that they did not
have to file a return. (See Appeal of Arden K. and Dorothy S. Smith, 74-SBE-045, Oct. 7, 1974;
Appeal of Western Colorpring, supra.)

Appeliants apparently made & request for interest abaternent during protest, which
respondent indicates it denied. In the absence of any contentions on appeal from appellants
conceming respondent’s denial, we must conclude that respondent did not abuse its discretion in
denying their request. {See Rev. & Tax. Code, § 19104} We note that appellants do not set
forth any facts indicating that the requirements for interest abatement, as set forth in R&TC
section 19104, are met in their case.

Finally, appellants have not presented any evidence corroborating that they made
a payment towards their 1994 liability; thus they have failed to rebut the presumption that
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Appeal of William 1. and Barbara B. Porter 7

respondent’s determination is correct. (Todd v. McColgan, supra, 89 Cal.App.2d 509; Appeal of
Aaron and Eloise Magidow, supra.)

Conclusion

For the foregoing reasons, respondent’s action is sustained.

porter_ak
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