Dahlstrom v. Commissioner, 85 T. C. 812 (1985)

Failure to timely respond to requests for admission results in automatic admission of
facts, with limited grounds for withdrawal.

Summary

In Dahlstrom v. Commissioner, the Tax Court addressed the consequences of failing
to respond to discovery requests. The petitioners, Karl and Clara Dahlstrom, did not
respond to the Commissioner’s requests for admission, leading to automatic
admissions under Rule 90(c). The court denied the petitioners’ motions to extend
time to answer and to withdraw these admissions, emphasizing the need for
diligence in litigation. The court also granted the Commissioner’s motion to compel
responses to interrogatories and document production, rejecting the petitioners’
objections based on grand jury materials. However, the court denied the
Commissioner’s motion for summary judgment, as the admitted facts alone did not
conclusively establish the tax shelter as a sham.

Facts

Karl Dahlstrom promoted and sold a tax shelter program using foreign trust
organizations. The Commissioner determined deficiencies in the Dahlstroms’ federal
income tax for 1977, 1978, and 1979, alleging fraud. After a criminal conviction of
Dahlstrom was reversed, the Commissioner issued a notice of deficiency. The
Commissioner served requests for admission, interrogatories, and document
production, which the petitioners did not timely answer, leading to deemed
admissions under Rule 90(c).

Procedural History

The Commissioner filed a motion for summary judgment based on the deemed
admissions. The petitioners filed motions for extension of time to answer the
requests for admission, to withdraw or modify the deemed admissions, and for a
protective order. The Commissioner also moved to compel responses to
interrogatories and document production. The Tax Court denied the petitioners’
motions to extend time and withdraw admissions, granted the Commissioner’s
motion to compel, and denied the motion for summary judgment.

Issue(s)

1. Whether the petitioners’ motion for extension of time to answer the
Commissioner’s requests for admission should be granted.

2. Whether the petitioners’ motion to withdraw or modify the deemed admissions
should be granted.

3. Whether the Commissioner’s motion to compel responses to interrogatories and
document production should be granted.

4. Whether the Commissioner’s motion for summary judgment should be granted.
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Holding

1. No, because the petitioners’ motion was untimely, as it was filed after the 30-day
period for response had expired.

2. No, because withdrawal would not serve the merits of the case and would
prejudice the Commissioner, who had relied on the admissions.

3. Yes, because the petitioners’ objections were unsubstantiated and the requests
were relevant to the issues in dispute.

4. No, because the admitted facts alone did not establish that the trusts were shams
or that the petitioners engaged in fraudulent transactions.

Court’s Reasoning

The court applied Rule 90(c), which automatically deems facts admitted if not
responded to within 30 days. The petitioners’ motion for extension was denied
because it was filed late, and their motion to withdraw admissions was rejected
because it would not serve the merits of the case and would prejudice the
Commissioner, who had relied on the admissions in preparing for summary
judgment. The court found no evidence supporting the petitioners’ claim that the
Commissioner’s discovery requests were based on grand jury materials. The court
granted the motion to compel because the requests were relevant and within the
petitioners’ control. The motion for summary judgment was denied because the
admitted facts, while establishing the flow of funds, did not conclusively prove the
trusts were shams or that the transactions were fraudulent. The court noted that the
petitioners would have the opportunity at trial to present additional evidence.

Practical Implications

This decision underscores the importance of timely responding to discovery requests
in Tax Court proceedings. Failure to respond can result in automatic admissions that
may significantly impact a case. Practitioners must be diligent in managing
discovery deadlines and should not rely on speculative objections, such as those
based on grand jury materials, without substantiation. The ruling also highlights
that deemed admissions alone may not be sufficient for summary judgment if they
do not fully establish the legal issues in dispute, such as the sham nature of a
transaction. This case serves as a reminder that while deemed admissions can
streamline litigation, they do not necessarily resolve complex factual disputes
without a trial.
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