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Manson Western Corp. v. Commissioner, 76 T. C. 1161 (1981)

The burden of proof in accumulated earnings tax cases remains with the taxpayer
unless a timely section 534(c) statement is submitted, even if the IRS issues a notice
of deficiency before the response period expires.

Summary

In Manson Western Corp. v. Commissioner, the IRS issued a notice of deficiency for
accumulated earnings tax before the taxpayer’s response period to a section 534(b)
notification expired. The Tax Court ruled that the issuance of the notice does not
excuse the taxpayer from submitting a section 534(c) statement to shift the burden
of proof. However, due to the IRS’s actions causing confusion, the court extended
the taxpayer’s deadline to submit the statement. This case clarifies that taxpayers
must respond to section 534(b) notifications to shift the burden of proof, even if a
notice of deficiency is issued prematurely, and highlights the IRS’s responsibility to
allow adequate time for such responses.

Facts

Manson Western Corporation received a section 534(b) notification from the IRS on
May 15, 1979, proposing a notice of deficiency for accumulated earnings tax for
fiscal  years  1974,  1975,  and  1976.  The  notification  allowed  60  days  for  the
corporation to submit a section 534(c) statement. On June 25, 1979, before the 60-
day period expired, the IRS issued the notice of deficiency. Manson Western did not
submit a section 534(c) statement, believing the notice of deficiency excused the
need for such a submission.

Procedural History

The IRS moved to amend its answer to include allegations that it timely mailed the
section 534(b) notification and that Manson Western did not timely respond with a
section 534(c) statement. The Tax Court addressed this motion, focusing on the
burden of proof and the timing of the notice of deficiency.

Issue(s)

1. Whether the issuance of a notice of deficiency before the expiration of the section
534(c)  response  period  excuses  the  taxpayer  from submitting  a  section  534(c)
statement?
2. Whether the court should extend the deadline for submitting a section 534(c)
statement due to the IRS’s early issuance of the notice of deficiency?

Holding

1. No, because the statutory language of section 534 requires the taxpayer to submit
a section 534(c) statement regardless of when the notice of deficiency is issued, as
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long as the section 534(b) notification was sent beforehand.
2. Yes, because the IRS’s actions caused confusion and no prejudice would result
from extending the deadline, the court extended the time for Manson Western to
submit its section 534(c) statement.

Court’s Reasoning

The court interpreted section 534 to mean that the taxpayer must submit a section
534(c) statement within the prescribed time to shift the burden of proof, even if the
IRS issues the notice of deficiency prematurely. The court emphasized that Congress
intended for the IRS to consider the taxpayer’s response before issuing a notice of
deficiency to ensure thorough analysis of proposed deficiencies. However, the court
recognized that the IRS’s early issuance of the notice of deficiency in this case
confused Manson Western,  leading to  a  reasonable  belief  that  a  response  was
unnecessary. The court cited Rev. Proc. 56-11, which generally delays the notice of
deficiency until after the response period, but noted that the IRS did not inform
Manson Western of potential early issuance. Consequently, the court extended the
deadline for submitting the section 534(c) statement by 30 days to mitigate the
confusion caused by the IRS’s actions.

Practical Implications

This decision underscores the importance of taxpayers submitting section 534(c)
statements in response to section 534(b) notifications to shift the burden of proof in
accumulated  earnings  tax  cases,  even  if  the  IRS  issues  a  notice  of  deficiency
prematurely.  Legal  practitioners  should  advise  clients  to  respond  within  the
prescribed time regardless of the IRS’s actions. The ruling also emphasizes the IRS’s
responsibility to allow adequate time for taxpayers to respond before issuing notices
of deficiency, aligning with the legislative intent to encourage thorough analysis of
proposed  deficiencies.  Subsequent  cases  should  consider  this  decision  when
addressing similar issues of timing and burden of proof in tax disputes.


