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Stella B. Reis v. Commissioner, 17 T.C. 1093 (1952)

In  tax  deficiency  cases,  the  Commissioner  bears  the  burden of  proving  that  a
taxpayer omitted more than 25% of gross income to extend the statute of limitations;
the deficiency notice is not a substitute for evidence.

Summary

The case addresses the application of the statute of limitations in tax deficiency
cases where the government alleges that the taxpayer omitted a substantial amount
of income. The Tax Court held that the Commissioner must affirmatively prove the
omission of more than 25% of gross income to invoke a longer statute of limitations.
The court examined the taxpayer’s reported gross income and the claimed omitted
income, focusing on the basis of a partnership interest sale. The court found that the
Commissioner failed to  meet  its  burden of  proof  because the evidence did not
support a finding that the taxpayer omitted the required amount of income, and the
court determined the assessment was time-barred.

Facts

Stella B. Reis filed her 1945 tax return on January 14, 1946. The Commissioner
issued a notice of deficiency on February 13, 1951, more than three years after the
return was filed.  The Commissioner  claimed the five-year  statute  of  limitations
applied  because  Reis  had  omitted  income exceeding  25% of  the  gross  income
reported. The IRS contended that Reis realized additional gross income from the
sale  of  a  partnership  interest.  Reis  testified  that  the  basis  for  the  partnership
interest was more than $15,000, while the IRS provided insufficient evidence to
contradict this and prove a lower basis resulting in omitted income greater than the
statutory threshold.

Procedural History

The Tax Court initially considered the case. The IRS sought to invoke a five-year
statute of limitations due to the alleged omission of substantial gross income. The
Tax Court found the three-year statute of limitations applied. The case was reopened
on the Commissioner’s motion to allow the Commissioner to meet the burden of
proof by offering additional evidence.

Issue(s)

1. Whether the five-year statute of limitations, under Section 275(c) of the Internal
Revenue Code, applied because the taxpayer omitted from gross income an amount
properly includable therein which is in excess of 25 per centum of the amount of
gross income stated in the return?

Holding
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1. No, because the Commissioner did not meet its burden of proof to show that the
taxpayer omitted more than 25% of gross income from her return.

Court’s Reasoning

The Tax Court analyzed whether the Commissioner met the burden of proving that
the taxpayer omitted an amount from gross income exceeding 25% of what was
stated in the return. The court relied on the legal principle established in O. A. Reis,
1  T.  C.  9,  which  held  that  the  deficiency  notice  is  not  a  substitute  for  the
Commissioner’s burden of proof. The court stated, “We hold that the respondent
herein had the burden of proof, that it has not met, and that the three-year statute of
limitation has run.” The court examined the evidence related to the sale of the
partnership  interest  and  the  taxpayer’s  basis.  The  court  determined  that  the
Commissioner did not present sufficient evidence to establish a lower basis for the
partnership interest, which would have resulted in the required income omission.
The  court  found  that  the  Commissioner  did  not  sustain  its  burden  and  the
assessment was time-barred.

Practical Implications

This case underscores the significance of the burden of proof in tax litigation. In
similar cases,  the Commissioner must provide substantive evidence,  beyond the
deficiency  notice,  to  prove  the  elements  necessary  to  extend  the  statute  of
limitations, especially the omission of substantial income. Tax practitioners must be
prepared to  challenge  the  government’s  evidence  and calculations.  The  court’s
emphasis on the need for the Commissioner to affirmatively prove the omission of
income exceeding 25% of gross income means that taxpayers can prevail  if  the
government’s  evidence  is  insufficient.  This  case  highlights  the  importance  of
meticulous  record-keeping  and  thorough  evidence  analysis  in  tax  disputes.
Subsequent cases would likely reference Reis  to determine the allocation of the
burden of proof and the validity of the statute of limitations.


