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Martin Fireproofing Profit-Sharing Plan and Trust v. Commissioner, 92 T. C.
1173 (1989)

Excess allocations to a participant’s account in a profit-sharing plan can result in the
plan’s disqualification until corrective action is taken.

Summary

The Martin Fireproofing Profit-Sharing Plan made excess allocations to Charles A.
Martin’s account from 1976 to 1981, exceeding the limits set by section 415(c)(1) of
the  Internal  Revenue  Code.  The  issue  before  the  court  was  whether  the
Commissioner abused his discretion in not allowing retroactive correction of these
violations, and whether the plan should remain disqualified in subsequent years
without excess allocations. The court held that the Commissioner did not abuse his
discretion in denying retroactive correction and that the plan was disqualified until
1984 when corrective measures were implemented.  The decision highlights  the
importance of adhering to statutory limits and the consequences of failing to do so
on a plan’s tax-exempt status.

Facts

Charles  A.  Martin  founded  Martin  Fireproofing  Corp.  and  was  its  chairman,
receiving a fixed salary of $30,000 but waiving it from 1969 to 1981. Despite the
waiver,  the  company’s  profit-sharing  plan  allocated  contributions  to  Martin’s
account based on his fixed salary, resulting in excess allocations from 1976 to 1981
under  section  415(c)(1)  limits.  The  plan  was  audited  in  1983,  revealing  these
violations. The company proposed reallocating the excess but was denied retroactive
correction  by  the  Commissioner.  An  amendment  in  1984  corrected  future
allocations,  and  the  plan  regained  qualified  status  from  January  1,  1984.

Procedural History

The Commissioner issued a notice of deficiency for tax years 1979 through 1983.
The taxpayer filed a petition with the U. S. Tax Court challenging the deficiencies
and seeking relief from disqualification. The Tax Court, in a majority opinion, upheld
the Commissioner’s determination on all issues except the statute of limitations for
1980, which barred the assessment.

Issue(s)

1. Whether the Commissioner abused his discretion in not permitting retroactive
correction of section 415 violations by reallocating excess contributions.
2. Whether excess contributions made from 1976 to 1981 should result in the plan’s
disqualification in 1982 and 1983, as well as in the years the excess contributions
were made.
3. Whether the statute of limitations bars assessments for 1979 and 1980.



© 2025 SCOTUSreports.com. All rights reserved. | 2

Holding

1. No, because the trustees’ failure to account for Martin’s salary waivers was not a
reasonable error in estimating compensation, nor were there other circumstances
justifying retroactive correction under section 1. 415-6(b)(6)(i).
2. Yes, because the plan should remain disqualified until the violation is corrected,
as  excess  allocations  allow  for  tax-deferred  income  accumulation  contrary  to
Congressional intent.
3. No for 1979, because the taxpayer did not file a return satisfying section 6033
requirements  for  that  year;  Yes  for  1980,  because  the  taxpayer  substantially
complied with filing requirements, triggering the statute of limitations.

Court’s Reasoning

The  court  applied  section  415(c)(1),  which  limits  annual  contributions  to  a
participant’s account, and found that the allocations to Martin’s account violated
these limits. The trustees’ failure to account for Martin’s salary waivers was deemed
unreasonable and not subject to retroactive correction under the regulations. The
court emphasized that disqualification must continue until corrective action is taken
to prevent tax-sheltered income accumulation, aligning with Congress’s intent to
limit such accumulations. The court also considered the legislative history of ERISA
and section 415, affirming the necessity of disqualification until correction. For the
statute  of  limitations  issue,  the  court  found that  the  1980 return  substantially
complied with filing requirements, but the 1979 return did not, hence assessments
were barred for 1980 but not 1979.

Practical Implications

This  decision  underscores  the  importance  of  adhering to  statutory  contribution
limits  in  profit-sharing  plans.  Plan  administrators  must  ensure  accurate  and
compliant allocation of contributions to avoid disqualification, which can lead to
significant tax liabilities. The ruling also clarifies that disqualification persists until
violations are corrected, which may influence how plan administrators handle excess
allocations. Subsequent cases should consider this precedent when dealing with
similar issues of plan disqualification due to excess contributions. Businesses with
profit-sharing plans need to be vigilant about compliance to maintain their tax-
exempt status. The decision also impacts how the statute of limitations is applied to
plan returns, affecting when assessments can be made.


