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11 T.C. 653 (1948)

In  tax  deficiency  cases,  the  Commissioner’s  determination  of  a  deficiency  is
presumed  correct,  and  the  taxpayer  bears  the  burden  of  proving  that  the
determination is incorrect.

Summary

The petitioners, stockholders of Pennsylvania Investment & Real Estate Corporation,
received cash distributions in 1941 that they did not report as taxable income. The
Commissioner determined these distributions to be taxable dividends and assessed
deficiencies. A prior hearing addressed whether a closing agreement for 1938-39 tax
years precluded determining accumulated earnings from a tax-free reorganization in
1928.  The  Tax  Court  held  the  closing  agreement  did  not  preclude  such
determination.  At  the  subsequent  hearing,  the  petitioners  presented  no  new
evidence.  The  Tax  Court  upheld  the  Commissioner’s  deficiency  determinations
because the petitioners failed to overcome the presumption of correctness afforded
to the Commissioner’s findings.

Facts

In  1941,  Pennsylvania  Investment  &  Real  Estate  Corporation  made  cash
distributions to its stockholders, including the petitioners. The petitioners did not
report these distributions as taxable income. The Pennsylvania Investment & Real
Estate Corporation had acquired assets from T.W. Phillips Gas & Oil Co. in 1928
through a  tax-free reorganization.  The Commissioner  determined that  the 1941
distributions  were taxable  dividends sourced from accumulated earnings  of  the
Pennsylvania Investment & Real Estate Corporation, including earnings acquired
from T.W. Phillips Gas & Oil Co. in the 1928 reorganization.

Procedural History

The  Commissioner  assessed  income tax  deficiencies  against  the  petitioners  for
failing to report the 1941 distributions as taxable income. The petitioners challenged
the Commissioner’s determination in the Tax Court. The Tax Court initially held a
preliminary hearing to determine the effect of a closing agreement between the
Pennsylvania Investment & Real Estate Corporation and the Commissioner for the
1938 and 1939 tax years. The Tax Court ruled that the closing agreement did not
prevent an independent determination of the Pennsylvania Investment & Real Estate
Corporation’s accumulated earnings. A further hearing was held to allow additional
evidence  on  whether  the  1941  distributions  were  from  accumulated  earnings.
Petitioners offered no new evidence.

Issue(s)

Whether  the  distributions  made  by  Pennsylvania  Investment  &  Real  Estate
Corporation to the petitioners in 1941 were made out of accumulated earnings and
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profits, making them taxable dividends.

Holding

Yes, because the Commissioner’s determination that the distributions were taxable
dividends  is  presumed  correct,  and  the  petitioners  failed  to  present  sufficient
evidence to overcome this presumption.

Court’s Reasoning

The court stated, “Respondent determined distributions here in question were 100
per cent taxable as dividends. A presumption of correctness obtains in respect of
that determination in the absence of  evidence to the contrary.” The petitioners
argued that the closing agreement for 1938 and 1939 constituted evidence that the
corporation had no accumulated earnings. However, the court had already ruled
that the closing agreement did not preclude determining the amount of accumulated
earnings.  Since  the  petitioners  presented  no  other  evidence  to  refute  the
Commissioner’s determination, the court found that the petitioners had failed to
meet their burden of proof. The court emphasized that the petitioners needed to
present  evidence  “negativing  the  correctness  of  respondent’s  determination.”
Failing to do so meant the Commissioner’s assessment stood.

Practical Implications

This  case  reinforces  the  fundamental  principle  that  the  Commissioner’s  tax
determinations carry a presumption of correctness.  Taxpayers challenging these
determinations must present credible evidence to overcome this presumption. A
failure  to  present  sufficient  evidence  will  result  in  the  court  upholding  the
Commissioner’s assessment. This case highlights the importance of thorough record-
keeping and the need for taxpayers to be prepared to substantiate their tax positions
with relevant documentation and evidence. Agreements with the IRS for specific tax
years do not necessarily preclude examination of related issues in subsequent years.
This case is frequently cited to support the Commissioner’s position in tax disputes
where the taxpayer lacks sufficient evidence.


