Graham v. Commissioner, 74 T. C. 408 (1980)

The Tax Court retains jurisdiction to redetermine pre-bankruptcy tax deficiencies if
they are assessed after the bankruptcy proceeding has concluded and no proof of
claim was filed during bankruptcy.

Summary

In Graham v. Commissioner, the Tax Court affirmed its jurisdiction over pre-
bankruptcy tax deficiencies for 1972 and 1973, assessed after the taxpayer’s
bankruptcy was closed. The court held that it could redetermine these deficiencies,
despite the bankruptcy, because the IRS did not assess the taxes during bankruptcy
or file a claim. However, the court lacked jurisdiction to determine the
dischargeability of these taxes, a matter reserved for the bankruptcy court. This
decision clarified the jurisdictional boundaries between Tax Court and bankruptcy
court in handling tax liabilities post-bankruptcy, emphasizing the taxpayer’s right to
a prepayment forum for contesting tax deficiencies.

Facts

Ralph B. Graham, Jr., filed his 1972 and 1973 federal income tax returns in 1974.
After an audit, he and his wife signed a consent form extending the assessment
period to April 15, 1978. On November 18, 1977, Graham filed for voluntary
bankruptcy in Oregon, which was a no-assets proceeding. The IRS did not file a
proof of claim, and no party contested the dischargeability of the tax liabilities
during bankruptcy. Graham received a discharge on February 7, 1978, and the
bankruptcy was closed the next day. On April 10, 1978, the IRS mailed Graham a
notice of deficiency for the 1972 and 1973 tax years, which he did not contest.

Procedural History

The IRS issued a notice of deficiency to Graham on April 10, 1978, after his
bankruptcy was closed. Graham timely filed a petition with the Tax Court on June
29, 1978, seeking redetermination of the deficiencies. The Tax Court was tasked
with deciding whether it had jurisdiction over these pre-bankruptcy deficiencies and
whether it could rule on their dischargeability in bankruptcy.

Issue(s)

1. Whether the Tax Court has jurisdiction to redetermine federal income tax
deficiencies and additions to tax for pre-bankruptcy years when they were not
assessed during bankruptcy, not claimed in the bankruptcy proceeding, and the
notice of deficiency was issued after the bankruptcy was closed.

2. Whether the Tax Court has jurisdiction to decide if the deficiencies and additions
to tax were discharged in the bankruptcy proceeding.

Holding
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1. Yes, because the Tax Court retains jurisdiction over deficiencies assessed after
the bankruptcy proceeding has concluded, as long as no proof of claim was filed
during bankruptcy, allowing the taxpayer access to a prepayment forum.

2. No, because the determination of dischargeability falls within the exclusive
jurisdiction of the bankruptcy court, not the Tax Court.

Court’s Reasoning

The Tax Court’s decision was grounded in the interpretation of section 6871 of the
Internal Revenue Code and relevant amendments to the Bankruptcy Act. The court
relied on its prior ruling in Orenduff v. Commissioner, which established that the
Tax Court retains jurisdiction over deficiencies determined after the closure of
bankruptcy proceedings if not assessed or claimed during bankruptcy. The court
noted that the IRS’s failure to assess the tax or file a claim during the bankruptcy
allowed Graham to contest the deficiency in the Tax Court without prepayment,
aligning with the principle of equal protection. The court also considered the
amendments to the Bankruptcy Act, particularly sections 2a(2A) and 17c¢, which
provide the bankruptcy court with jurisdiction over tax matters but do not preclude
the Tax Court’s jurisdiction over post-bankruptcy deficiencies. The court emphasized
that the Tax Court’s jurisdiction is limited to redetermining deficiencies and does
not extend to determining dischargeability, which is reserved for the bankruptcy
court.

Practical Implications

This decision delineates the jurisdictional boundaries between the Tax Court and
bankruptcy court in handling tax liabilities post-bankruptcy. For attorneys and
taxpayers, it clarifies that the Tax Court remains a viable forum for contesting tax
deficiencies assessed after bankruptcy closure, provided no claim was filed during
bankruptcy. This ruling ensures that taxpayers have a prepayment forum to
challenge tax assessments, even after bankruptcy. However, it also underscores that
issues of dischargeability must be addressed in the bankruptcy court. Subsequent
cases, such as those influenced by the 1978 Bankruptcy Code and the 1980
Bankruptcy Tax Act, have continued to respect this jurisdictional split, reinforcing
the need for practitioners to carefully navigate between these courts when dealing
with tax liabilities post-bankruptcy.
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