Salvatore I. and Norma J. Bruno v. Commissioner of Internal Revenue, 72 T.
C. 443 (1979)

The IRS can increase a tax deficiency beyond the statute of limitations if the case is
removed from small tax case status.

Summary

In Bruno v. Commissioner, the IRS sought to increase a tax deficiency from $779. 20
to $6,177. 94 after the statute of limitations had expired, following the case’s
removal from small tax case status. The Tax Court held that once a case is removed
from this status, the IRS can raise new issues and claim increased deficiencies, even
if the statute of limitations has run. This decision clarifies the IRS’s authority to
adjust deficiencies in cases no longer classified as small tax cases, emphasizing the
procedural flexibility available to the IRS in tax disputes.

Facts

Salvatore and Norma Bruno filed a petition in the U. S. Tax Court after receiving a
statutory notice asserting a $779. 20 deficiency for their 1974 federal income tax.
They elected to have the case heard as a small tax case. Later, the IRS moved to
remove the case from this classification due to the discovery of unreported dividend
income, increasing the deficiency to $6,177. 94. The Brunos did not object to this
motion, but subsequently moved to strike the IRS’s amendment to its answer,
arguing the increased deficiency was barred by the statute of limitations and
exceeded the small tax case limit.

Procedural History

The Brunos filed their petition on May 21, 1976, electing small tax case status. On
September 8, 1978, the IRS moved to remove the case from this status and to amend
its answer to claim an increased deficiency. The Tax Court granted both motions on
September 11, 1978. The Brunos then moved to strike the amendment on October
30, 1978, leading to the Tax Court’s ruling on June 7, 1979.

Issue(s)

1. Whether the IRS can claim an increased deficiency after the statute of limitations
has run if the case is removed from small tax case status.

Holding

1. Yes, because once a case is removed from small tax case status under Section
7463, the IRS is authorized to raise new issues and claim increased deficiencies
under Section 6214(a), even if the statute of limitations has expired.

Court’s Reasoning
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The Tax Court reasoned that Section 7463(d) allows for the removal of a case from
small tax case status if the deficiency exceeds the applicable limit. Once removed,
the case is treated as a regular case under Section 6214(a), which permits the IRS
to claim an increased deficiency even after the statute of limitations has run. The
court emphasized that the Brunos did not object to the removal, and cited precedent
affirming the IRS’s authority to raise new issues and increase deficiencies in regular
cases. The court also clarified that Rule 41(a) does not restrict the IRS’s ability to
amend its answer to claim an increased deficiency in this context.

Practical Implications

This decision impacts how attorneys should approach tax disputes, particularly those
involving small tax cases. It underscores the IRS’s ability to increase deficiencies
post-statute of limitations if a case is removed from small tax case status,
encouraging practitioners to carefully consider the implications of electing or
agreeing to such status changes. The ruling may lead to more cautious handling of
small tax case elections and increased scrutiny of IRS motions to amend
deficiencies. Subsequent cases have followed this precedent, reinforcing the IRS’s
procedural flexibility in tax litigation.
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