Hawes v. Commissioner, 73 T. C. 916 (1980)

Lack of proper notice to an interested party can waive the exhaustion of
administrative remedies requirement for filing a declaratory judgment action.

Summary

In Hawes v. Commissioner, the U. S. Tax Court denied the Commissioner’s motion to
dismiss a declaratory judgment action filed by a retired employee, Frank B. Hawes,
Jr., against the Commissioner of Internal Revenue. The court found that Hawes was
not properly notified of amendments to his employer’s retirement plan, which were
intended to increase benefits for retirees. The lack of proper notice meant that
Hawes could not be required to exhaust administrative remedies before seeking
judicial review. The court emphasized the importance of notice to interested parties
in administrative proceedings and suggested that the IRS should reconsider the plan
amendments with proper notification to affected parties.

Facts

Todd Shipyards Corp. amended its retirement plan on March 23, 1979, to eliminate
employee contributions, increase benefits for retirees, and raise the lump-sum death
benefit. On April 9, 1979, Todd applied for a favorable determination from the IRS
regarding these amendments. On March 30, 1979, Todd sent an announcement
letter to employees and retirees about the amendments, but the letter did not meet
the IRS’s notice requirements. The IRS issued a favorable determination letter on
June 22, 1979, without receiving any comments from interested parties. Frank B.
Hawes, Jr. , a retired employee of Todd, filed a petition for declaratory judgment on
August 23, 1979, challenging the IRS’s determination.

Procedural History

Hawes filed a petition for declaratory judgment with the U. S. Tax Court on August
23, 1979. The Commissioner moved to dismiss the action for lack of jurisdiction,
arguing that Hawes had not exhausted his administrative remedies. Hawes argued
in opposition to the motion at a hearing on January 14, 1980. The Tax Court denied
the Commissioner’s motion to dismiss on February 27, 1980.

Issue(s)

1. Whether the lack of proper notice to Hawes regarding the amendments to Todd’s
retirement plan waived the requirement that he exhaust administrative remedies
before seeking a declaratory judgment.

Holding

1. Yes, because the absence of proper notice to Hawes as an interested party
precluded him from exhausting his administrative remedies, thereby waiving the
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exhaustion requirement for his declaratory judgment action.
Court’s Reasoning

The court reasoned that proper notice to interested parties is a prerequisite for
requiring them to exhaust administrative remedies. The IRS regulations and
procedural rules mandate that notice to interested parties must include specific
information about the application process and the right to submit comments. The
court found that the notice provided by Todd did not meet these requirements, as it
lacked details about the IRS application and the process for commenting. The court
cited the IRS’s own regulations and procedural rules, as well as Revenue Procedure
75-31, to support its conclusion. The court also noted that the absence of proper
notice should not render Hawes’s rights to judicial review nugatory. The court
suggested that the IRS should reopen its consideration of Todd’s application to allow
properly notified interested parties, including Hawes, to comment.

Practical Implications

This decision emphasizes the importance of providing proper notice to interested
parties in the context of retirement plan amendments and IRS determinations. It
establishes that lack of proper notice can waive the exhaustion of administrative
remedies requirement, allowing interested parties to seek judicial review without
first commenting to the IRS. This ruling may lead employers and plan administrators
to be more diligent in ensuring that notices comply with IRS requirements. It also
highlights the need for the IRS to ensure that interested parties are properly
notified before issuing determination letters. The case may influence how similar
cases are analyzed, particularly in situations where notice is deficient, and could
impact the legal practice surrounding retirement plan amendments and IRS
determinations.
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