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Wadlow v. Commissioner, 112 T. C. 247 (1999)

A unilateral  election under section 183(e)  extends the statute of  limitations for
assessing tax deficiencies and claiming overpayments related to the elected activity.

Summary

The Wadlows operated a horse boarding and training business and elected under
section 183(e) to delay determining whether it was for profit. The IRS challenged
deductions  for  1990-1994  but  later  conceded  for  1991  and  1992,  resulting  in
overpayments.  The key issue was whether the election extended the statute of
limitations for overpayments as well as deficiencies. The Tax Court held that the
election extended the limitations period for both, allowing the Wadlows to recover
their overpayments. This ruling interprets section 183(e) as functionally equivalent
to a mutual agreement to extend the statute of limitations under section 6501(c)(4).

Facts

The Wadlows started a horse boarding and training activity in 1989. They claimed
related deductions on their tax returns for 1990-1994. They elected under section
183(e) to postpone the profit determination until the end of the applicable period.
The IRS issued deficiency notices for those years, which were timely under section
183(e)(4). Later, the IRS conceded the deductions for 1991 and 1992, resulting in
overpayments of $322 for each year.

Procedural History

The IRS issued notices of deficiency for the tax years 1990-1994. The Wadlows
petitioned the U. S. Tax Court. The IRS conceded the deductions for 1991 and 1992
during the proceedings, leading to the overpayment issue. The case was reviewed by
the Tax Court, resulting in a majority opinion along with concurrences and a dissent.

Issue(s)

1. Whether a section 183(e) election extends the statute of limitations for claiming
overpayments as well as assessing deficiencies?

Holding

1. Yes, because a section 183(e) election is deemed equivalent to an agreement
under section 6501(c)(4), extending the statute of limitations for both deficiencies
and overpayments.

Court’s Reasoning

The Tax Court reasoned that a section 183(e) election functionally serves as an
agreement under section 6501(c)(4) to extend the statute of limitations. The court
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relied on the legislative history indicating that the election was intended to give both
the taxpayer and the IRS additional time to address tax issues related to the elected
activity.  The  majority  opinion  and  concurrences  emphasized  that  the  unilateral
election by the taxpayer is accepted by the IRS through its administrative processes,
effectively  meeting  the  consent  requirement  of  section  6501(c)(4).  The  court
rejected the argument that a mutual written agreement was necessary, interpreting
the statute to allow for overpayment claims within the extended period.

Practical Implications

This decision clarifies that a section 183(e) election extends the statute of limitations
not only for assessing deficiencies but also for claiming overpayments related to the
elected activity. Practitioners should advise clients making such elections that they
preserve their rights to seek refunds if  overpayments are discovered later.  The
ruling may affect how taxpayers and the IRS approach audits and refund claims in
cases  involving  section  183  activities,  potentially  leading  to  more  elections  to
preserve  flexibility  in  tax  planning.  Subsequent  cases  have  followed  this
interpretation,  solidifying  its  impact  on  tax  practice.


