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Crawford v. Commissioner, 97 T. C. 302 (1991)

The  statute  of  limitations  for  assessing  tax  deficiencies  related  to  hobby  loss
activities can be extended beyond the normal three-year period if an election under
Section 183(e)(1) is made.

Summary

In Crawford v. Commissioner, the Tax Court addressed whether a consent to extend
the statute of limitations could be valid when entered into after the normal three-
year  period  but  before  the  expiration  of  the  extended  period  under  Section
183(e)(4). The court held that such an extension was valid, reasoning that Section
183(e)(4) modifies the normal period in Section 6501(a) when an election is made
under Section 183(e)(1).  This ruling ensures that the IRS has sufficient time to
assess tax deficiencies related to hobby loss activities, impacting how taxpayers and
the IRS handle statute of limitations issues in similar cases.

Facts

Lynn Crawford timely filed his 1983 tax return and included a Form 5213, electing
to postpone the determination of whether his automobile restoration activity was
engaged in for profit under Section 183(e)(1). In January 1989, Crawford and an IRS
agent  executed  a  Form  872,  extending  the  assessment  period  for  1983  until
December 31, 1989. The IRS then determined a deficiency for 1983 and notified
Crawford in October 1989. Crawford argued that the extension was invalid because
it was executed after the normal three-year statute of limitations had expired.

Procedural History

Crawford filed a motion for partial  summary judgment in the U.  S.  Tax Court,
challenging the validity of the statute of limitations extension. The Tax Court denied
Crawford’s motion, holding that the extension was valid under the circumstances.

Issue(s)

1. Whether a consent to extend the statute of limitations under Section 6501(c)(4)
can  be  valid  when  executed  after  the  normal  three-year  period  under  Section
6501(a) has expired but before the expiration of the extended period under Section
183(e)(4).

Holding

1. Yes, because Section 183(e)(4) modifies the normal period in Section 6501(a)
when an election is made under Section 183(e)(1), allowing for a valid extension if
executed before the extended period expires.

Court’s Reasoning
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The  court’s  reasoning  focused  on  the  interplay  between  Sections  6501(a),
6501(c)(4), and 183(e)(4). The court interpreted Section 183(e)(4) as modifying the
normal  three-year  period  in  Section  6501(a)  when  an  election  under  Section
183(e)(1) is made, effectively extending the period for assessing deficiencies related
to hobby loss activities. The court emphasized that Congress intended for the normal
limitation period to be extended to accommodate the delayed determination under
Section 183(e)(1). The court also noted that the extension under Section 6501(c)(4)
could be valid as long as it was executed before the expiration of the extended
period under Section 183(e)(4). The court’s decision was supported by legislative
history  indicating  that  the  normal  limitation  period  should  be  extended  when
Section 183(e)(1) elections are made.

Practical Implications

This decision clarifies that taxpayers who elect to postpone the determination of
profit motive under Section 183(e)(1) must be aware that the IRS can extend the
statute of  limitations beyond the normal  three-year period.  Practitioners should
advise clients to consider the potential for extended audits and assessments when
engaging in activities subject to Section 183. The ruling also affects how the IRS
manages statute of limitations issues in similar cases, ensuring they have sufficient
time to assess deficiencies related to hobby loss activities. Subsequent cases, such
as Estate of Caporella v. Commissioner, have referenced this ruling in discussing the
scope of extensions by agreement under Section 6501(c)(4).


