6 T.C. 221 (1946)

Section 3801 of the Internal Revenue Code allows for adjustments to tax liability,
even when the statute of limitations would normally bar such adjustments, when a
taxpayer or related party takes a position inconsistent with a prior tax treatment,
whether the inconsistency is intentional or fortuitous.

Summary

The Priest Trust case addresses the application of Section 3801 of the Internal
Revenue Code (IRC), which provides relief from the statute of limitations in certain
situations where inconsistent tax treatment occurs. The Commissioner initially
allowed a deduction to the Priest estate for amounts distributable to a beneficiary,
Itola Ransom, and included those amounts in Ransom’s income. Ransom successfully
challenged the inclusion in her income, arguing the estate was still in
administration. The Commissioner then sought to recover the erroneous deduction
from the estate, now the Priest Trust, arguing Ransom’s successful challenge
created an inconsistency triggering Section 3801. The Tax Court agreed that Section
3801 applied, permitting the adjustment despite the statute of limitations.

Facts

Albert W. Priest died in 1930, and his estate was administered until October 11,
1938. Upon final decree, two-thirds of the estate’s assets were transferred to a trust
for the benefit of Itola M. Ransom, with the remaining one-third distributed to
Gwendolyn Thalhafer. The estate filed a fiduciary income tax return, deducting
amounts as distributable to Ransom and Thalhafer. Ransom reported a loss from the
estate in her individual return. The Commissioner initially determined deficiencies
against the estate, Ransom, and Thalhafer, treating the estate as a trust and
allowing a deduction for income distributable to the beneficiaries.

Procedural History

The Commissioner determined deficiencies against the estate, Ransom and
Thalhafer. Ransom appealed to the Tax Court, arguing that the estate was still in
administration and, therefore, the income was not currently distributable to her. The
Tax Court agreed with Ransom, and no appeal was taken. The Commissioner then
determined a deficiency against the Priest Trust, as transferee of the estate, arguing
that the earlier deduction allowed to the estate was erroneous and could be
recovered under Section 3801 due to Ransom’s inconsistent position adopted by the
Tax Court.

Issue(s)

1. Whether Section 3801 of the Internal Revenue Code applies to allow the
Commissioner to adjust the estate’s tax liability, despite the statute of
limitations, due to the inconsistent position taken by Ransom and adopted by
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the Tax Court?
2. Whether the adjustment can include amounts related to Gwendolyn Thalhafer,
where Thalhafer did not take an inconsistent position?

Holding

1. Yes, because Ransom’s successful argument that the income was not currently
distributable to her was inconsistent with the estate’s prior deduction for
amounts distributable to her, thus triggering Section 3801.

2. No, because Thalhafer did not take an inconsistent position, and the statute
only allows adjustments related to items where an inconsistent position was
adopted.

Court’s Reasoning

The court focused on the language of Section 3801(b), which allows for adjustments
when a determination adopts a position maintained by the taxpayer (or a related
party) that is inconsistent with a prior erroneous tax treatment. The court
emphasized that the statute aims
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