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30 T.C. 821 (1958)

Taxpayers are bound by valid elections made under the Internal Revenue Code, and
such elections cannot be revoked based on a misunderstanding of the law or on a
mistaken belief about the amount of earnings and profits, unless the mistake is one
of material fact.

Summary

In Shull v. Commissioner, the United States Tax Court addressed the question of
whether taxpayers could revoke an election made under Section 112(b)(7) of the
Internal Revenue Code of 1939, relating to corporate liquidations. The petitioners,
Frank and Ann Shull, sought to revoke their prior election based on claims that their
elections were not timely filed, that they were unaware of the tax implications, and
that they were operating under a mistake of fact. The court held that the elections
were valid, timely filed, and could not be revoked. The court reasoned that the
petitioners’  misinterpretation  of  tax  advice  and  their  misunderstanding  of  the
amount of taxable earnings did not constitute a material mistake of fact sufficient to
invalidate their election.

Facts

Frank and Ann Shull  were the sole stockholders of  the Shull  Electric  Products
Corporation. In March 1952, the corporation adopted a plan of complete liquidation
under Section 112(b)(7) of the Internal Revenue Code of 1939. Both stockholders
filed the necessary election forms, with the elections received by the Commissioner
on April 29, 1952. The corporation’s assets were distributed to the stockholders in
April 1952. In 1955, after being informed of potential tax deficiencies, the Shulls
attempted to revoke their elections, claiming that they were invalid because they
were not timely filed and were made under a mistake of fact. The Shulls contended
that they were unaware that the corporation’s earnings and profits would be taxed
as dividends. They argued that the earnings and profits of a predecessor corporation
should not be included, and that their accountant had given them incorrect advice,
leading to a misunderstanding of the tax implications.

Procedural History

The  Shulls  filed  their  federal  income  tax  returns  for  1952  and  1953.  The
Commissioner of Internal Revenue determined deficiencies in the Shulls’ income tax.
The Shulls challenged the deficiencies in the United States Tax Court, asserting that
their election to liquidate the corporation under Section 112(b)(7) was invalid. The
Tax Court considered the validity of the election and the Shulls’ attempt to revoke it.

Issue(s)

1. Whether the elections filed by the Shulls were timely filed under the provisions of
Section 112(b)(7) of the Internal Revenue Code of 1939.
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2. Whether the Shulls could revoke their elections to liquidate the corporation under
Section 112(b)(7).

3. Whether the elections were based upon a mistake of fact.

Holding

1. No, because the elections were filed within the timeframe required by the statute.

2. No, because the elections, once validly made, were irrevocable.

3.  No,  because  the  Shulls’  misunderstanding  of  tax  implications  and  their
accountant’s estimate of the corporation’s earnings did not constitute a material
mistake of fact.

Court’s Reasoning

The court first determined that the elections were timely filed. The court held that
the plan of liquidation was adopted on March 31, 1952, as evidenced by the minutes
of the stockholders’ meeting on that date. The court noted that although the Shulls
presented evidence of an earlier decision to liquidate the corporation, the evidence
presented to the Commissioner indicated the March date as the adoption of the plan.
The court stated, “They cannot now be permitted to deny the truth of instruments
used to gain the Commissioner’s ruling of compliance with the statute.”

The court then addressed the revocability of the elections. Citing regulations and
prior  case  law,  the  court  emphasized  that  the  elections,  once  made,  were
irrevocable. The court rejected the argument that the elections could be withdrawn
because they were based on a mistake of fact. The court stated that the Shulls’
accountant’s estimate of the corporation’s earnings did not constitute a material
mistake of fact. The court distinguished the facts of this case from the facts in Estate
of Meyer v. Commissioner, 200 F.2d 592 (1952), where a material mistake of fact
about the corporation’s earned surplus was sufficient to allow revocation. The court
found that there was no material mistake of fact, only a misunderstanding of the tax
laws and implications.

The court also rejected the argument that the Shulls should be allowed to withdraw
their elections because they acted under a misconception of their rights. The court
emphasized that the elections were made under a taxpayer’s misconception of the
law. The court  further reasoned that  if  such a misconception were a sufficient
reason to revoke an election, it would render the election effectively revocable at
will, which the regulations and the law do not permit.

Practical Implications

This case has several practical implications for attorneys and taxpayers:
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•  Irrevocability  of  Tax Elections:  This  case  reinforces  the  principle  that  tax
elections,  once  properly  made  under  the  tax  code,  are  generally  irrevocable,
regardless  of  a  taxpayer’s  later  regret  or  a  change  of  mind.  Attorneys  must
emphasize  the  importance  of  carefully  considering  all  tax  consequences  before
making such elections.

• Distinguishing Mistakes of Fact from Mistakes of Law: The court drew a
clear distinction between a mistake of fact and a mistake of law. Incorrect legal
advice or a misunderstanding of tax law does not typically allow for the revocation of
a tax election. This distinction is crucial in advising clients about the risks of making
tax elections.

• Due Diligence: Taxpayers must exercise due diligence in gathering all necessary
information and understanding the tax implications before filing elections. Reliance
on estimates or incomplete advice may not be a sufficient basis to overturn an
election. Accountants and legal advisors have a duty to accurately advise clients on
the relevant tax laws.

• Impact on Similar Cases: This case stands as a precedent for similar situations
where taxpayers seek to revoke tax elections due to mistakes or misunderstandings.
Later  courts  may cite  this  case when ruling on whether a tax election can be
revoked. A taxpayer’s reliance on incorrect tax advice or estimates generally does
not give grounds to revoke an election, unless the taxpayer can demonstrate the
reliance was based on a material mistake of fact.

•  Application to Specific  Situations:  While  the  ruling applied  specifically  to
elections under the Internal Revenue Code of 1939 section 112(b)(7), the principles
of irrevocability and the distinction between mistakes of fact and law apply broadly
across various tax elections. Counsel should closely examine the relevant statutes
and regulations for similar cases.


