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Efco Tool Co. v. Commissioner, 81 T. C. 976 (1983)

A taxpayer is deemed to have exhausted administrative remedies, thus conferring
jurisdiction on the Tax Court for a declaratory judgment action, upon the IRS’s
issuance of a final revocation letter regarding a retirement plan’s qualified status.

Summary

Efco Tool Co. established profit-sharing and retirement pension plans, which were
later audited and had their qualified status revoked by the IRS. After receiving a
notice of deficiency and final revocation letters, Efco filed a petition within 91 days
of the retirement plan’s revocation. The Tax Court held that it had jurisdiction over
the declaratory judgment action concerning the retirement plan’s status, as Efco
had exhausted its administrative remedies upon receipt of the final revocation letter.
This ruling clarifies that once the IRS issues a final revocation, taxpayers need not
further  engage  with  the  administrative  process  to  satisfy  the  exhaustion
requirement  for  declaratory  judgment  actions.

Facts

Efco Tool Co. established a profit-sharing plan and a retirement pension plan in
August 1977, receiving favorable determination letters in March 1978. Following an
audit, the IRS disallowed Efco’s contributions to these plans for fiscal years ending
October 31, 1977, and October 31, 1978. On March 9, 1982, the IRS issued a notice
of deficiency and a final revocation letter for the profit-sharing plan, and on April 30,
1982, a final revocation letter for the retirement pension plan. Efco filed a petition
on June 15, 1982, seeking a declaratory judgment regarding the qualified status of
its retirement plan.

Procedural History

The IRS moved to dismiss Efco’s petition for lack of jurisdiction, arguing it was filed
as a deficiency case rather than a declaratory judgment action and was untimely.
Efco conceded the petition was untimely regarding the notice of deficiency and the
profit-sharing  plan’s  revocation  but  maintained  it  satisfied  jurisdictional
requirements for the retirement plan’s revocation. The Tax Court reviewed the case
and held it had jurisdiction over the declaratory judgment action concerning the
retirement plan.

Issue(s)

1. Whether the Tax Court has jurisdiction over Efco’s declaratory judgment action
regarding the qualified status of its retirement pension plan after the IRS issued a
final revocation letter.

Holding
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1. Yes, because the issuance of a final revocation letter by the IRS satisfies the
exhaustion of  administrative remedies  requirement  under section 7476,  thereby
conferring jurisdiction on the Tax Court for a declaratory judgment action.

Court’s Reasoning

The Tax Court reasoned that the exhaustion requirement under section 7476(b)(3) is
met once the IRS issues a final revocation letter,  as this indicates the IRS has
completed its administrative process and made a final determination based on its
investigation. The court emphasized that the purposes of exhaustion—to ensure a
complete administrative record and prevent premature judicial  intervention—are
satisfied when a final revocation letter is issued. The court also noted that the
petition, though not fully compliant with Rule 211, demonstrated Efco’s intent to
seek declaratory judgment and was filed within 91 days of the final revocation letter,
thus satisfying the statutory time limit.

Practical Implications

This decision clarifies that taxpayers need not pursue further administrative appeals
after receiving a final revocation letter to maintain a declaratory judgment action in
the Tax Court. It streamlines the process for challenging the IRS’s revocation of a
retirement  plan’s  qualified  status,  potentially  reducing  the  time  and  expense
involved in seeking judicial review. Practitioners should ensure that petitions for
declaratory judgment are filed within the 91-day statutory period following a final
revocation letter. This ruling may also influence how the IRS handles revocation
procedures, knowing that once a final revocation letter is issued, its decision is
immediately subject to judicial review.


