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26 T.C. 523 (1956)

When a notice of deficiency is mailed within the one-year period prescribed by I.R.C.
§ 3801(c), the filing of a petition with the Tax Court suspends the assessment and
collection of the tax during the period prescribed in I.R.C. § 277.

Summary

The case concerns a deficiency in Esther B. Bishop’s 1943 income tax, assessed by
the Commissioner of Internal Revenue under I.R.C. § 3801. The central issue is
whether the notice of deficiency, mailed within the one-year period stipulated in
I.R.C. § 3801(c), was sufficient, or if assessment and collection were barred. The
court found that the notice was timely and valid. The filing of a petition with the Tax
Court triggers I.R.C. § 277, suspending the assessment and collection of the tax until
the expiration of the period provided in the statute, therefore the notice was valid
and assessment was not time-barred.

Facts

Esther  B.  Bishop  received  preferred  stock  and  dividends  from  her  husband’s
company. She reported the dividends on her 1943 tax return, which were later
removed from her income and included in her husband’s. The husband successfully
sued in district court and the appellate court. The Commissioner issued a notice of
deficiency to Esther B. Bishop on April 14, 1953, based on the earlier adjustment.
Bishop argued that the Commissioner failed to assess and collect the tax within the
one-year period specified in I.R.C. § 3801(c). She had received a refund for her 1943
tax  return,  based  on  the  fact  that  the  dividend  income was  attributed  to  her
husband. Bishop contested the deficiency by petition to the Tax Court.

Procedural History

The Commissioner issued a notice of deficiency. Bishop contested the deficiency by
petition  to  the  United  States  Tax  Court.  The  Tax  Court  ruled  in  favor  of  the
Commissioner.

Issue(s)

1. Whether the mailing of a notice of deficiency within the one-year period specified
by I.R.C. § 3801(c) satisfies the statute’s requirements.

2. Whether the filing of a petition with the Tax Court suspends the assessment and
collection of the tax, thereby making the notice of deficiency valid.

Holding

1.  Yes,  because the notice of  deficiency was timely mailed within the one-year
period.
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2. Yes, because the filing of a petition with the Tax Court triggered I.R.C. § 277,
which suspended the assessment and collection of the tax.

Court’s Reasoning

The court found that the Commissioner appropriately issued a notice of deficiency to
address the adjustment in tax liability. I.R.C. § 3801(c) states that the adjustment
will be made “in the same manner” as a deficiency determined by the Commissioner,
which is assessed and collected. The court referenced prior precedent holding that
when the adjustment results in an increased tax liability, the Commissioner must
proceed via a notice of deficiency. The court rejected Bishop’s argument that the tax
must be assessed and collected within the one-year period. The Court adopted the
reasoning  in  Bishop  v.  Reichel  and  held  that  I.R.C.  §  277  was  operative  and
suspended the making of an assessment during the period prescribed therein.

The court found that the approach of the statute was not to be rigidly applied,
excluding the provisions of I.R.C. § 277: “If one year of the three year period under
Section 275 remains in which the assessment may be made in the case of such
deficiency the provisions of Section 277 plainly apply.”

Practical Implications

This case clarifies the interplay between I.R.C. § 3801 and I.R.C. § 277, indicating
that  compliance with the one-year time limit  under §  3801(c)  does not  require
assessment and collection within that time. Instead, if the notice of deficiency is
issued timely, the filing of a Tax Court petition triggers the suspension of the statute
of limitations under § 277. This ruling means that the IRS can preserve its right to
assess and collect taxes in cases involving related taxpayers, even if the statute of
limitations under the general rules of assessment would have expired, provided that
the procedural requirements under § 3801(c) are followed. It’s essential for tax
attorneys to understand the nuanced requirements of each statute and how they
interact during tax audits and litigation.


