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Estate of Kahn v. Commissioner, 60 T. C. 964, 1973 U. S. Tax Ct. LEXIS 55,
60 T. C. No. 102 (1973)

The Tax Court cannot accept non-government securities as collateral for a bond to
stay tax  assessment  and collection,  and the bond amount  must  cover  both tax
deficiencies and additions to tax.

Summary

In Estate of Kahn v. Commissioner, the Tax Court ruled on the requirements for a
bond to stay assessment and collection of tax deficiencies and additions pending
appeal. The court determined that the bond amount must be double the total of the
tax deficiency and any additions to tax, rejecting the petitioners’ argument that it
should only cover the tax deficiency. Additionally, the court held that it could not
accept corporate securities or promissory notes as collateral for the bond, limiting
acceptable security to U. S. government obligations as specified by statute. This
decision clarifies the strict  statutory interpretation of  bond requirements in tax
appeals, impacting how taxpayers secure stays of tax collection during appeals.

Facts

The  Estate  of  Herman  Kahn  and  Gertrude  Kahn,  along  with  executors,  were
assessed income tax deficiencies and additions to tax totaling $963,490. 90 for the
years 1956, 1957, and 1958. They sought to stay the assessment and collection of
these amounts pending an appeal to the U. S. Court of Appeals. The petitioners
proposed a bond secured by corporate securities and a promissory note, arguing
that they could not obtain a surety due to the large deficiency and the value of their
assets. They requested the bond be set at $1,237,493. 24, covering only double the
tax deficiency, not including the additions to tax.

Procedural History

The  Tax  Court  had  previously  entered  a  decision  finding  the  deficiencies  and
additions to tax.  The petitioners then filed a motion to approve a bond to stay
assessment and collection,  proposing collateral  instead of  a  surety.  The court’s
decision addressed the bond amount and the nature of acceptable collateral.

Issue(s)

1. Whether the maximum limitation on the bond amount to stay assessment and
collection pending review should be double the amount of the deficiency in income
tax only, or double the total of the deficiency in income tax and the additions to tax.
2. Whether the Tax Court can accept corporate securities and a promissory note as
collateral in lieu of a surety on the bond.

Holding
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1. No, because the term “deficiency” under section 7485(a)(1) includes both the tax
deficiency and any additions to tax, thus the bond amount must be double the total
of both.
2. No, because section 7485(b)(2) and 6 U. S. C. sec. 15 limit acceptable collateral to
U. S. government obligations.

Court’s Reasoning

The court interpreted section 7485(a)(1) to include additions to tax within the term
“deficiency,” supported by the statutory definition in section 6211(a) and section
6659(a)(2), which treats additions to tax as part of the tax. The court’s customary
practice, as established in Barnes Theatre Ticket Service, Inc. , was to include both
the tax deficiency and additions in setting bond amounts. The court also reasoned
that the purpose of section 7485 is to protect the government’s interests during an
appeal, necessitating comprehensive coverage by the bond.

Regarding  the  collateral,  the  court  found  that  section  7485(b)(2)  specifically
references 6 U. S. C. sec. 15, which limits acceptable collateral to U. S. government
bonds or notes. The court rejected the petitioners’ argument for inherent power to
accept other forms of collateral, citing its limited jurisdiction as an article I court
and the specific statutory provisions governing bond collateral.

Practical Implications

This  decision  has  significant  implications  for  taxpayers  seeking  to  stay  tax
assessments during appeals. It requires them to secure bonds covering both tax
deficiencies and any additions to tax, potentially increasing the financial burden of
appealing tax court decisions. Taxpayers must also use U. S. government obligations
as collateral, which may limit their ability to secure a bond if they lack such assets.
This ruling may influence how attorneys advise clients on the feasibility of appealing
tax assessments, considering the bond requirements. It also underscores the Tax
Court’s  strict  adherence to  statutory  language,  affecting how similar  cases  are
analyzed  and  potentially  impacting  the  willingness  of  taxpayers  to  appeal  tax
decisions due to the increased costs and limitations on acceptable collateral.


