Estate of Leonidas C. Papson, Deceased, Costa L. Papson, Executor,
Petitioner v. Commissioner of Internal Revenue, Respondent, 74 T. C. 1338
(1980)

A Rule 155 proceeding cannot be used to raise new issues not previously addressed
in the pleadings or at trial.

Summary

In Estate of Papson v. Commissioner, the U. S. Tax Court addressed whether a new
issue regarding the eligibility of U. S. Treasury bonds (flower bonds) for estate tax
payment could be raised during a Rule 155 proceeding. The court denied the
petitioner’s motion, holding that new issues cannot be introduced at this stage. The
court suggested the petitioner pursue the issue in the Court of Claims due to the
potential ‘whipsaw’ situation involving bond valuation and eligibility. This case
emphasizes the procedural limits of Rule 155 proceedings and the importance of
timely raising issues in tax litigation.

Facts

The estate of Leonidas C. Papson sought to use U. S. Treasury bonds (flower bonds)
to pay federal estate taxes. The bonds were valued at par on the estate tax return,
but the Bureau of Public Debt later rejected some bonds due to the decedent’s
alleged comatose state at the time of purchase. The issue of bond eligibility and
valuation was not raised in the pleadings or at trial but was brought up during the
Rule 155 proceeding, which is intended to implement the court’s prior decision.

Procedural History

The estate filed a tax return including flower bonds valued at par. A notice of
deficiency was issued, but it did not address the bonds’ value. The case was
submitted on a full stipulation of facts, and the issue of bond eligibility was not
raised until after the court’s opinion in a related case, Estate of Pfohl v.
Commissioner. The petitioner then moved to have the issue considered during the
Rule 155 proceeding.

Issue(s)

1. Whether a new issue regarding the eligibility of flower bonds for estate tax
payment can be raised during a Rule 155 proceeding.

Holding

1. No, because a Rule 155 proceeding may not be used to raise a new issue not
previously addressed in the pleadings or at trial.

Court’s Reasoning
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The court applied the rule that a Rule 155 proceeding is limited to implementing the
court’s prior decision and cannot be used to introduce new issues. The court cited
Bankers’ Pocahontas Coal Co. v. Burnet and Estate of Stein v. Commissioner to
support this principle. The court noted that the issue of bond eligibility and valuation
was not raised in the pleadings or at trial, and it would require reopening the record
and amending the petition to consider it. Instead, the court accepted the
respondent’s suggestion to defer entering a decision, allowing the petitioner to seek
resolution in the Court of Claims, as suggested by Estate of Watson v. Blumenthal.
The court emphasized that this decision was not a concession of its jurisdiction over
the issue but a recognition of the procedural limitations and the availability of
another forum.

Practical Implications

This decision clarifies that attorneys must raise all relevant issues in the pleadings
or at trial and cannot use a Rule 155 proceeding to introduce new matters.
Practitioners should be aware of the procedural constraints in tax litigation and
consider alternative forums like the Court of Claims for unresolved issues. The case
also highlights the potential ‘whipsaw’ effect of bond eligibility and valuation, which
may influence how estates plan for and litigate the use of flower bonds for estate tax
payments. Subsequent cases may reference this decision when addressing the
proper timing and forum for raising issues in tax disputes.
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