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<strong><em>Fleming v. Commissioner, 33 T.C. 336 (1959)</em></strong>

The timely mailing of a notice of deficiency by the Commissioner of Internal Revenue
suspends the statute of limitations on assessment, even if  the notice corrects a
computational error and reclassifies income.

<strong>Summary</strong>

The case concerned the statute of limitations in a tax dispute. The taxpayers, the
Flemings, made an error in their 1951 tax return that resulted in an underpayment.
The Commissioner  issued a  timely  notice  of  deficiency,  primarily  based on the
reclassification of certain capital gains as ordinary income, which also corrected the
taxpayers’ computational error. The Tax Court held that the statute of limitations
was suspended by the deficiency notice, and the Commissioner could assess the full
deficiency, including the amount related to the initial computational error, as the
deficiency was determined within the 3-year period. The court reasoned that the
deficiency notice was valid, and the taxpayers had the right to and did petition the
court, thus suspending the limitations period.

<strong>Facts</strong>

The Flemings filed a joint income tax return for 1951, reporting capital gains from a
partnership. They made a computational error on the return, understating their tax
liability.  The  Commissioner  determined  a  deficiency  based  primarily  on  the
reclassification of partnership gains from capital gains to ordinary income, which
also  corrected  the  Flemings’  computational  error.  The  Flemings  filed  a  timely
petition with the Tax Court. The parties later amended their pleadings to include the
issue of the statute of limitations concerning the underpayment stemming from the
computational error, the resolution of which is the core issue of the case.

<strong>Procedural History</strong>

The Flemings filed a joint income tax return for 1951. The Commissioner issued a
notice of deficiency. The Flemings filed a petition with the Tax Court. The case was
initially set for trial. The parties requested and received a continuance. Amendments
were made to the pleadings concerning the statute of limitations, and the Tax Court
was asked to determine if the Commissioner could include the amount from the
computational error in the deficiency.

<strong>Issue(s)</strong>

1.  Whether  the  Commissioner’s  timely  determination  of  a  deficiency  and  the
Flemings’  filing of  a petition with the Tax Court suspended the running of  the
statute of limitations against assessment, allowing the Commissioner to include the
amount of the computational error in the deficiency.

<strong>Holding</strong>
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1. Yes, the statute of limitations was suspended because the deficiency notice was
timely, and the Flemings exercised their right to petition the court.

<strong>Court’s Reasoning</strong>

The court based its decision on the interpretation of the Internal Revenue Code,
specifically sections 271, 272 and 277. The court found that the Commissioner’s
notice of deficiency was valid, as it was issued within the prescribed time frame and
covered  the  reclassification  of  income,  which  led  to  the  correction  of  the
computational error. The court emphasized that the error was not the sole basis of
the deficiency; rather, the primary reason for the deficiency was the reclassification
of gains as ordinary income. Since the taxpayers had the right to and did petition the
Tax Court within the required timeframe, the statute of limitations was suspended
by I.R.C. §277. The court distinguished this case from one where the notice of
deficiency  was  issued solely  to  correct  a  mathematical  error,  which would  not
trigger suspension of the statute of limitations under I.R.C. §272(f). The court cited
I.R.C.  §  272(e),  which  gives  the  court  “jurisdiction  to  redetermine  the  correct
amount of the deficiency even if the amount so redetermined is greater than the
amount of the deficiency…”

<strong>Practical Implications</strong>

This case clarifies how a deficiency notice can effectively suspend the statute of
limitations  in  tax  disputes.  Attorneys  should  advise  clients  that  even  if  a
computational  error  is  present,  a  timely  deficiency  notice  based  on  a  more
substantive issue (like reclassification of income) will trigger the suspension of the
statute of limitations. If a client receives a deficiency notice, it’s essential to assess
the grounds, because the time to petition the Tax Court starts running, regardless of
whether a simple calculation error is at issue. This ruling has a significant impact on
the  timing  of  assessments,  as  the  Commissioner  can  include  the  previously
underreported  amount.  This  case  also  reinforces  the  importance  of  properly
responding to a deficiency notice, as failing to do so can lead to the loss of rights or
the ability to seek review. Furthermore, practitioners should take note of the precise
language used in the notice and the basis for the deficiency, since a notice that only
corrects a mathematical  error may not trigger the suspension of  the statute of
limitations.


