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25 T.C. 894 (1956)

The addition to tax for failing to file a declaration of estimated tax is imposed unless
the failure is due to reasonable cause and not willful neglect, with the burden of
proof on the taxpayer.

Summary

The United States Tax Court considered whether a taxpayer, Cooper, was liable for
an addition to tax under Section 294(d)(1)(A) of the Internal Revenue Code of 1939
for failure to file a declaration of estimated tax for 1950. Cooper, a construction
superintendent,  received  income  from  a  profit-sharing  arrangement  with  his
employer. He claimed his failure to file a declaration was due to reasonable cause,
as he did not know whether he would receive any income until late in the year. The
court held that Cooper was liable for the addition to tax because he could reasonably
have expected substantial  income based on his  past  earnings and his  work on
multiple contracts, thus the failure to file was not due to reasonable cause. This case
highlights the importance of proactive financial planning and the expectation that
taxpayers make reasonable efforts to determine their tax obligations.

Facts

John Adrian Cooper and his wife, Ida Wray Cooper, filed a joint income tax return for
1950. Cooper was a construction superintendent, working under an agreement with
Forcum-James  Company,  where  he  received  a  percentage  of  profits  or  bore  a
percentage of losses from projects he supervised. In 1950, he supervised seven
different contracts. Cooper received a large payment on December 19, 1950, and
another on January 10, 1951, representing his share of the net profits. He did not
file a declaration of estimated tax during 1950. His prior income for 1948 and 1949
was substantial. He claimed his failure to file a declaration was due to not knowing
if he had earned any income until late in the year. He filed his 1950 tax return and
paid the tax liability on January 15, 1951.

Procedural History

The Commissioner of Internal Revenue determined a deficiency and an addition to
tax  for  Cooper’s  failure  to  file  a  declaration  of  estimated  tax  under  Section
294(d)(1)(A)  of  the  Internal  Revenue  Code  of  1939.  Cooper  contested  this
determination in the United States Tax Court.

Issue(s)

1. Whether the Commissioner erred in determining that Cooper was liable for an
addition to tax for failure to file a declaration of estimated tax?

Holding
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1. No, because Cooper’s failure to file a declaration was not due to reasonable
cause.

Court’s Reasoning

The court cited Section 58 of the 1939 Code, which outlines the requirements for
filing a declaration of estimated tax, and Section 294, which imposes an addition to
tax for failure to file unless the failure is due to reasonable cause and not willful
neglect.  The  court  emphasized  that  the  burden  of  proof  was  on  Cooper  to
demonstrate reasonable cause.  The court  noted that  Cooper’s  past  income was
significant  and that,  given his  experience in  the construction business  and the
nature of his compensation arrangement, he should have reasonably known that he
would likely receive substantial income during 1950, even if he didn’t know the
exact amount. The court determined that Cooper should have sought information
from Forcum-James Company regarding the status of the contracts to determine
whether a declaration was required. The court found that Cooper’s failure to do so
did not establish reasonable cause for not filing the declaration as required by law.
The court pointed out that the lack of documentation regarding the profit-sharing
agreement and the lack of information about the progress of the contracts further
undermined Cooper’s claim of reasonable cause. The court held that the addition to
tax was correctly determined by the respondent. The court noted that the fact that
the tax return was filed by January 15, 1951, did not negate the requirement for a
declaration if  the criteria in section 58(a) were met before September 2 of the
taxable year.

Practical Implications

This case emphasizes the importance of proactive tax planning and record-keeping.
Taxpayers, especially those with fluctuating or complex income streams, must make
reasonable efforts to estimate their tax liability and file the required declarations.
Reliance on the filing of a complete return by January 15 is not a substitute for the
declaration if the income thresholds are met earlier in the year. Furthermore, the
case underscores that a lack of documentation or effort to obtain information about
income  will  likely  prevent  a  finding  of  “reasonable  cause.”  Tax  advisors  and
practitioners  should  advise  clients  to  maintain  good  records,  estimate  income
regularly, and seek professional guidance when the nature or timing of income is
uncertain. The case suggests that taxpayers should take steps to understand the
financial status of their ventures to fulfill their tax obligations. This case highlights
the  need  to  be  proactive  with  tax  obligations.  Later  cases  would  follow  this
precedent.


