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21 T.C. 414 (1953)

Section 3801 of the Internal Revenue Code, which mitigates the effect of the statute
of limitations in certain tax cases, does not apply to lift the bar of the statute of
limitations where the Commissioner seeks to assess deficiencies after the limitation
period has expired, as determined by the Tax Court.

Summary

The United States Tax Court addressed whether the statute of limitations barred the
Commissioner  of  Internal  Revenue  from  assessing  tax  deficiencies  against  the
Landaus. The Commissioner argued that Section 3801 of the Internal Revenue Code,
designed to mitigate the impact of the statute of limitations in certain situations,
allowed the assessment. The court, however, determined that Section 3801 did not
apply because the Commissioner was attempting to assess deficiencies after the
normal statute of limitations had run out. The decision hinged on whether specific
subsections  of  Section  3801  applied  to  the  facts,  particularly  concerning  the
treatment of bond premium amortization and the calculation of capital gains from
bond sales within a partnership. The court followed prior decisions, holding that the
Commissioner had not met the burden of proving the prerequisites for applying
Section 3801 to overcome the statute of limitations bar.

Facts

Harry,  Lily,  and Herbert  Landau,  along with  the  estate  of  Janie  Landau,  were
nonresident  aliens involved in  a  partnership,  Landau Investment  Company.  The
partnership purchased American Telephone and Telegraph bonds. The partnership
claimed a deduction for amortizable bond premium, which the Commissioner later
disallowed,  increasing  the  partnership’s  income.  The  Landaus  filed  individual
income  tax  returns,  including  their  shares  of  the  partnership  income.  The
Commissioner  subsequently  increased  the  Landaus’  income  due  to  the  bond
premium disallowance, and additional taxes were paid. The Landaus filed claims for
refunds, which were later allowed. The Commissioner, after the statute of limitations
had expired, sought to assess deficiencies related to the capital gain on the sale of
bonds, arguing that Section 3801 allowed him to do so.

Procedural History

The Commissioner issued notices of  deficiency for the year 1946.  The Landaus
contested these deficiencies  in  the United States Tax Court,  asserting that  the
statute of limitations barred the assessments. The Tax Court consolidated the cases.
The Commissioner argued that Section 3801 of the Internal Revenue Code mitigated
the statute of limitations bar. The Tax Court ruled in favor of the Landaus, holding
that Section 3801 did not apply. The case involved several related docket numbers,
all addressing the same underlying legal issue.
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Issue(s)

1.  Whether the statute of  limitations barred the assessment  of  tax  deficiencies
against the petitioners.

2. Whether Section 3801 of the Internal Revenue Code applied to lift the bar of the
statute of limitations.

3. Whether subsections (b)(2), (b)(3), or (b)(5) of Section 3801 applied to the facts of
the case.

Holding

1. Yes, the statute of limitations barred the assessment of tax deficiencies because
the normal assessment period had expired.

2. No, Section 3801 did not apply to lift the bar of the statute of limitations.

3. No, none of the cited subsections of Section 3801 (b)(2), (b)(3), or (b)(5) applied
under the facts of this case because the Commissioner did not meet the burden to
show the prerequisites to apply the exception to the statute of limitations.

Court’s Reasoning

The Tax Court followed its prior decisions in *James Brennen* and *Max Schulman*,
which established that the party seeking to invoke the exception to the statute of
limitations bears the burden of proving all  prerequisites for its application. The
court found that the Commissioner had not met this burden. The court rejected the
Commissioner’s argument that a deduction from gross income is equivalent to an
exclusion from gross income for the purposes of subsection (b)(3) of Section 3801.
The court also rejected the Commissioner’s arguments regarding whether the gross
income of an individual partner includes the individual’s share of partnership gross
income or the net income. The court recognized that a partnership, as such, is not a
taxpayer, and individual partners are deemed to own a share in the gross income of
the partnership. The court held that the general rule applied.

Practical Implications

This case emphasizes the importance of the statute of limitations in tax matters. It
clarifies that the Commissioner bears the burden of proving the applicability of
Section 3801 to overcome the statute of limitations. The case underscores that the
Commissioner must meet specific statutory requirements and provide clear evidence
that the situation falls within the exceptions outlined in the statute. It confirms that,
absent clear statutory authority or precedent, the Tax Court will be reluctant to
expand  the  scope  of  Section  3801  to  revive  claims  barred  by  the  statute  of
limitations.  Tax  practitioners  should  be  mindful  of  the  precise  requirements  of
Section 3801 when advising clients and analyzing potential claims, paying close
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attention to which party bears the burden of proof. Later courts would need to
consider the specific  facts of  the case to determine how *Landau* impacts the
assessment of deficiencies.


