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Woods v. Commissioner, 92 T. C. 776 (1989)

A written extension of the statute of limitations for tax assessments can be reformed
to reflect the actual agreement of the parties when a mutual mistake occurs in the
drafting of the document.

Summary

In Woods v. Commissioner, the taxpayers executed a Form 872-A to extend the
statute  of  limitations  for  tax  assessments  related  to  their  investment  in  Solar
Equipment, Inc. However, the form mistakenly referred to Solar Environments, Inc. ,
a company with which they had no involvement. The Tax Court ruled that despite
the unambiguous error, the form could be reformed to reflect the parties’ true intent
due to a mutual mistake. This decision allowed the IRS to assess the deficiency
within  the  extended  period,  emphasizing  the  court’s  ability  to  apply  equitable
principles to unambiguous written agreements when within its jurisdiction.

Facts

The Woods timely filed their 1978 federal income tax return, reporting a loss from
Solar Equipment, Inc. They initially executed a Form 872, extending the statute of
limitations until June 30, 1983, for adjustments related to Solar Equipment, Inc.
Later, they signed a Form 872-A, which mistakenly referenced Solar Environments,
Inc. , a company they had no connection with. Both parties intended the extension to
apply to Solar Equipment, Inc. The IRS discovered the error in 1984 and assessed a
deficiency in 1986, leading to the dispute over whether the statute of limitations had
expired.

Procedural History

The IRS issued a notice of deficiency in 1986, which the Woods contested in the U.
S. Tax Court. The court reviewed the case, focusing on the validity of the Form 872-
A extension. The majority opinion allowed reformation of the extension to reflect the
parties’ intent, overruling precedents that had disallowed such reformation.

Issue(s)

1. Whether a written extension of the statute of limitations for tax assessments,
which contains a mutual mistake, can be reformed to reflect the parties’ actual
agreement.

Holding

1.  Yes,  because  the  Tax  Court  has  jurisdiction  over  the  matter  and can apply
equitable principles to reform unambiguous written agreements that contain mutual
mistakes.
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Court’s Reasoning

The court reasoned that the Form 872-A, despite its clear error, did not express the
parties’  actual  agreement  due  to  a  mutual  mistake.  The  court  emphasized  its
jurisdiction over the deficiency and its ability to apply equitable principles within
that jurisdiction. The court overruled prior cases that had suggested it lacked the
power to reform unambiguous agreements, citing the need to prevent unintended
windfalls and to give effect to the parties’ true intent. The decision to reform was
supported by clear and convincing evidence of the parties’ intent to extend the
statute  of  limitations  for  Solar  Equipment,  Inc.  The  court  also  addressed  the
dissent’s  concerns by distinguishing between general  equitable  powers and the
specific application of equitable principles within the court’s jurisdiction.

Practical Implications

This decision expands the scope of the Tax Court’s ability to address errors in tax-
related  agreements,  allowing  for  reformation  when  mutual  mistakes  occur.
Practitioners should be aware that even unambiguous written extensions can be
reformed if they do not reflect the parties’ true intent, which may encourage more
careful drafting of such documents. This ruling could impact how taxpayers and the
IRS  handle  statute  of  limitations  extensions,  potentially  reducing  the  risk  of
unintended consequences due to drafting errors. Subsequent cases, such as Gordon
v. Commissioner and Evinrude v. Commissioner, have applied similar principles,
indicating that the Tax Court will continue to use equitable principles to interpret or
reform agreements when necessary.


