Kane v. Commissioner, 93 T. C. 782 (1989)

The U. S. Tax Court retains jurisdiction to determine tax deficiencies even after a
state court appoints a receiver for the taxpayer.

Summary

In Kane v. Commissioner, the U. S. Tax Court upheld its jurisdiction to determine
David R. Kane’s tax liability for 1972, despite a state court appointing a receiver for
Kane. The IRS issued a notice of deficiency, which Kane contested. After failing to
respond adequately to the IRS’s request for admissions, the court deemed facts
admitted, confirming the deficiency. The court ruled that the state receivership did
not divest it of jurisdiction, as no legal provision required a stay of Tax Court
proceedings due to state receivership. The court dismissed Kane’s petition and
entered a decision for the reduced deficiency of $1,138. 63, as conceded by the IRS.

Facts

David R. Kane and Judy T. Kane received a notice of deficiency from the IRS on
December 15, 1981, for their 1972 tax year, determining a deficiency of $2,991. 60.
They filed a joint petition with the U. S. Tax Court. Kane later filed for bankruptcy,
which temporarily stayed the Tax Court proceedings. After the bankruptcy stay was
lifted, the IRS served a request for admissions on Kane, which he inadequately
responded to, leading to deemed admissions. Kane then filed for receivership in an
Arkansas state court, which appointed a receiver. Despite this, the Tax Court
proceeded with the case, as the receiver did not intervene in the Tax Court
proceedings.

Procedural History

The IRS issued a notice of deficiency to the Kanes on December 15, 1981. They filed
a petition with the U. S. Tax Court on March 16, 1982. Kane filed for bankruptcy on
July 15, 1982, which stayed the Tax Court proceedings until the stay was lifted on
October 27, 1987. The IRS served a request for admissions on Kane on April 25,
1989, which Kane inadequately responded to. The Tax Court issued orders requiring
a proper response, which Kane did not provide. Kane filed for receivership in an
Arkansas state court on July 6, 1989, and a receiver was appointed. The Tax Court
ultimately dismissed Kane’s petition and entered a decision for the reduced
deficiency of $1,138. 63.

Issue(s)

1. Whether the U. S. Tax Court retains jurisdiction to determine a tax deficiency
when a state court appoints a receiver for the taxpayer after the Tax Court petition
has been filed?

Holding
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1. Yes, because no legal provision requires a stay of Tax Court proceedings due to a
state receivership, and the Tax Court had jurisdiction at the time the petition was
filed.

Court’s Reasoning

The Tax Court reasoned that it had jurisdiction over the case from the time the
petition was filed, which was prior to the state receivership. The court noted that
there is no provision in the Internal Revenue Code or other law that requires a stay
of Tax Court proceedings due to a state receivership. The court cited its precedent
in Fotochrome, Inc. v. Commissioner, which established concurrent jurisdiction with
bankruptcy courts when a Tax Court petition is filed before bankruptcy. The court
also referenced Section 301. 6871(b)(1) of the regulations, which allows a receiver
to intervene in Tax Court proceedings but does not mandate it. Since the receiver in
this case did not intervene, the Tax Court proceeded with the case. The court
deemed the facts admitted due to Kane’s inadequate response to the IRS’s request
for admissions, confirming the deficiency. The court dismissed Kane’s petition and
entered a decision for the reduced deficiency of $1,138. 63, as conceded by the IRS.

Practical Implications

This decision clarifies that the Tax Court retains jurisdiction over a tax deficiency
case even when a state court appoints a receiver for the taxpayer after the Tax
Court petition is filed. Practitioners should be aware that state receivership does not
automatically stay Tax Court proceedings, and the receiver must intervene to
participate in the Tax Court case. This ruling may influence how attorneys handle
tax disputes involving taxpayers in receivership, ensuring they understand the need
to actively engage in Tax Court proceedings if they wish to contest the deficiency.
Additionally, this case underscores the importance of responding adequately to
requests for admissions, as failure to do so can lead to deemed admissions and
potentially unfavorable outcomes. Subsequent cases have followed this precedent,
reinforcing the Tax Court’s authority in similar situations.
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