Universal Mfg. Co. v. Commissioner, 93 T. C. 589 (1989)

The IRS cannot use information obtained through administrative summonses served
after a case is docketed in the U. S. Tax Court for the prosecution of that case.

Summary

In Universal Mfg. Co. v. Commissioner, the IRS issued notices of deficiency to
Universal Manufacturing Co. and Delbert W. Coleman, which led to cases being
docketed in the U. S. Tax Court. Subsequently, the IRS served administrative
summonses to gather additional information related to the same tax years. The Tax
Court held that the IRS was prohibited from using any information obtained from
these summonses in the pending cases, as it would circumvent the court’s discovery
rules and provide the IRS with an unfair advantage. This ruling emphasizes the
court’s authority to ensure fairness in litigation by restricting the use of post-
petition summons information.

Facts

The IRS issued notices of deficiency to WNC Corp. (later merged into Universal
Manufacturing Co. ) and Delbert W. Coleman for specific tax years. After the cases
were docketed in the U. S. Tax Court, the IRS served administrative summonses on
employees and accountants of WNC Corp. to obtain documents and testimony
directly related to the issues in the pending cases. These summonses were served by
the IRS’s Criminal Investigation Division, and proceedings to enforce or quash them
were pending in U. S. District Courts.

Procedural History

The IRS issued notices of deficiency to WNC Corp. and Delbert W. Coleman. The
cases were docketed in the U. S. Tax Court. After docketing, the IRS served
administrative summonses. Petitioners filed motions for a protective order in the Tax
Court to restrict the IRS’s use of information obtained from these summonses. The
Tax Court heard arguments and issued an order granting the protective order.

Issue(s)

1. Whether the IRS can use information obtained through administrative summonses
served after a case is docketed in the U. S. Tax Court for the prosecution of that
case?

Holding

1. No, because allowing such use would circumvent the court’s discovery rules and
provide the IRS with an unfair advantage in litigation.

Court’s Reasoning
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The Tax Court reasoned that allowing the IRS to use information obtained through
post-petition summonses would undermine the court’s discovery rules and give the
IRS an advantage not available to petitioners. The court acknowledged the IRS’s
authority to conduct criminal investigations but emphasized its responsibility to
ensure fairness in civil litigation. The court cited its inherent authority to supervise
litigation and preserve the integrity of its rules. It noted that the IRS chose to issue
notices of deficiency before completing its criminal investigation, which led to the
docketing of the cases. The court’s order was intended to balance the IRS’s
investigative authority with the need to maintain fairness in the Tax Court
proceedings, without interfering with the District Courts’ jurisdiction over the
summons enforcement.

Practical Implications

This decision impacts how the IRS can conduct investigations in relation to pending
Tax Court cases. It establishes that the IRS must adhere to the Tax Court’s discovery
rules and cannot use post-petition summons information to gain an advantage in
civil litigation. Practitioners should be aware of this limitation when representing
clients in Tax Court and can use it to challenge the IRS’s use of such information.
The ruling may lead to increased scrutiny of the timing of IRS actions in relation to
civil and criminal investigations. Subsequent cases have cited Universal Mfg. Co. to
support the principle that the IRS’s use of administrative summonses must not
undermine the fairness of Tax Court proceedings.
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