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Irving  Bartel  and  Elaine  Melman  Bartel  v.  Commissioner  of  Internal
Revenue, 54 T. C. 25 (1970)

A taxpayer must consistently treat transactions for tax purposes and cannot change
prior treatments to avoid taxation when the statute of limitations has run on earlier
years.

Summary

In  Bartel  v.  Commissioner,  Irving  Bartel,  the  sole  shareholder  of  a  liquidated
corporation, attempted to recharacterize funds disbursed to him over 11 years as
compensation or dividends instead of loans to avoid taxation upon the corporation’s
liquidation in 1964. The Tax Court held that Bartel was estopped from changing the
characterization of these funds from loans to dividends or compensation due to his
consistent treatment of them as loans in prior years, as evidenced by his tax returns
and corporate records.  The decision emphasized the duty of  consistency in tax
reporting  and  the  practical  administration  of  tax  laws,  preventing  Bartel  from
escaping taxation on the funds distributed to him.

Facts

Irving Bartel was the sole shareholder of I. Bartel, Inc. , which was liquidated on
November  30,  1964.  Over  the  preceding  11  years,  Bartel  had  received
disbursements totaling $312,130. 03, which were recorded as loans in both his
personal and the corporation’s books and records. These disbursements were not
reported as income on Bartel’s tax returns nor as expenses or dividends on the
corporation’s returns. Upon liquidation, Bartel received an account reflecting these
disbursements, which he sought to recharacterize as compensation or dividends to
avoid taxation.

Procedural History

The Commissioner of Internal Revenue determined a deficiency of $9,864 in Bartel’s
1964  income tax,  treating  the  distribution  of  the  account  as  a  cancellation  of
indebtedness. Bartel petitioned the Tax Court, arguing that the disbursements were
in  fact  payments  of  compensation  or  dividends.  The  Tax  Court  upheld  the
Commissioner’s determination, ruling in favor of the respondent.

Issue(s)

1.  Whether Bartel  can recharacterize  the disbursements  from I.  Bartel,  Inc.  as
compensation  or  dividends,  rather  than  loans,  for  tax  purposes  upon  the
corporation’s  liquidation.

Holding

1.  No,  because  Bartel  is  estopped  from  changing  the  characterization  of  the
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disbursements  from  loans  to  dividends  or  compensation  due  to  his  consistent
treatment of them as loans in prior years, as evidenced by his tax returns and
corporate records.

Court’s Reasoning

The Tax Court applied the duty of consistency doctrine, which prevents a taxpayer
from changing the tax treatment of a transaction after the statute of limitations has
run on the years in which the transaction occurred. Bartel had consistently treated
the  disbursements  as  loans  on  his  tax  returns  and  in  the  corporate  records,
supervised  by  his  experienced  accountant.  The  court  emphasized  that  allowing
Bartel  to  recharacterize the disbursements would frustrate the purposes of  the
statute of limitations and the practical administration of tax laws. The court also
noted  that  Bartel’s  accountant,  acting  as  his  agent,  consistently  treated  the
disbursements  as  loans,  and  Bartel  must  accept  responsibility  for  his  agent’s
actions. The decision relied on cases such as Auto Club of Michigan v. Commissioner
and Healy v. Commissioner, which upheld the duty of consistency in tax reporting.

Practical Implications

The Bartel decision reinforces the importance of consistency in tax reporting and
the difficulty of changing prior tax treatments when the statute of limitations has
run. Taxpayers and their advisors must carefully consider the initial characterization
of transactions, as recharacterization may be barred even if it would result in a more
favorable tax outcome. This ruling impacts how similar cases involving corporate
liquidations and shareholder distributions should be analyzed, emphasizing the need
for consistent treatment of transactions over time. It also highlights the potential
liability of taxpayers for the actions of their agents in tax matters. Subsequent cases,
such as Interlochen Co.  v.  Commissioner,  have applied the duty of  consistency
principle in various tax contexts, further solidifying its importance in tax law.


