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Corson v. Commissioner, 123 T. C. 202 (2004)

In Corson v. Commissioner, the U. S. Tax Court ruled that Thomas Corson was
entitled to reasonable litigation costs after successfully challenging the IRS’s refusal
to abate interest on a 1983 tax assessment. The court found that the IRS’s delay in
assessing Corson’s tax liability, despite a prior settlement agreement, constituted a
ministerial act error under Section 6404(e). The case underscores the importance of
timely tax assessments and the potential for taxpayers to recover litigation costs
when the IRS’s position lacks substantial justification.

Parties

Thomas Corson, the Petitioner, brought this action against the Commissioner of
Internal Revenue, the Respondent, in the United States Tax Court.

Facts

Thomas Corson was an investor in Boulder Oil  and Gas Associates (Boulder),  a
partnership  involved  in  the  Elektra  Hemisphere  tax  shelter  litigation.  In  1985,
Corson  signed  settlement  agreements  for  taxable  years  1980  and  1982,  which
provided that he could not deduct losses in excess of payments he had made to or on
behalf of the partnership for taxable years before 1980 or after 1982. After the
partnership litigation concluded in 1999, the IRS assessed additional income tax and
interest for Corson’s 1983 taxable year, despite the settlement agreements covering
all years after 1982. Corson sought an abatement of the interest, which the IRS
denied. Corson then filed a petition in the Tax Court, which led to a settlement
where the IRS agreed to a full abatement of interest for 1983. Corson subsequently
filed a motion for reasonable litigation costs under Section 7430.

Procedural History

Corson  initially  sought  abatement  of  interest  through  the  IRS’s  administrative
process, which was denied. He then filed a petition in the U. S. Tax Court under
Section 6404(h) and Rule 280, challenging the IRS’s refusal to abate interest under
Section  6404(e).  The  IRS  filed  an  answer  to  the  petition,  maintaining  that  its
determination not to abate interest was not an abuse of discretion and that the
interest assessment was timely. After settlement negotiations, the IRS agreed to a
full abatement of interest for 1983. Corson then moved for reasonable litigation
costs, which the Tax Court granted.

Issue(s)

Whether Thomas Corson is entitled to an award of reasonable litigation costs under
Section 7430, given that he prevailed in his petition for abatement of interest and
the IRS’s position was not substantially justified?

Rule(s) of Law
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Section 7430 of the Internal Revenue Code authorizes the award of reasonable
litigation costs to the prevailing party in a court proceeding brought by or against
the United States in connection with the determination of income tax, provided that
the taxpayer has exhausted administrative remedies, not unreasonably protracted
the  court  proceeding,  and  the  Commissioner’s  position  was  not  substantially
justified. A ministerial act under Section 6404(e) is a procedural or mechanical act
that does not involve the exercise of judgment or discretion and occurs during the
processing of a taxpayer’s case after all prerequisites have been met.

Holding

The Tax Court held that Thomas Corson was entitled to an award of reasonable
litigation costs under Section 7430 because he was the prevailing party, having
exhausted administrative remedies and prevailed on the merits of his petition for
abatement of interest. The court found that the IRS’s position in the answer was not
substantially justified due to the delay in assessing Corson’s 1983 tax liability, which
constituted an error or delay in performing a ministerial act under Section 6404(e).

Reasoning

The Tax Court reasoned that the settlement agreements signed in 1985 constituted
binding agreements that settled all taxable years after 1982 with respect to the
partnership, converting partnership items to nonpartnership items under Section
6231(b)(1)(C).  This  conversion  triggered  a  one-year  assessment  period  under
Section 6229(f), which the IRS failed to adhere to by not assessing Corson’s 1983
tax liability until 1999. The court noted that the IRS’s delay in assessment was not
attributable to Corson and that the IRS had failed to consider the effect of the
settlement  agreements  on  Corson’s  1983 tax  liability  during  the  administrative
process. The court also found that Corson had made a reasonable and good-faith
effort  to  disclose  all  relevant  information  to  the  IRS during  the  administrative
conference, thus exhausting his administrative remedies.  The court rejected the
IRS’s argument that the delay was due to the ongoing partnership litigation, as the
settlement agreements were not contingent on the litigation’s outcome. The court
concluded that the IRS’s position lacked a reasonable basis in fact and law, and
thus, was not substantially justified.

Disposition

The Tax Court granted Corson’s motion for reasonable litigation costs, awarding him
$1,631. 32, which was the amount of costs incurred at the statutory rate of $150 per
hour for attorney’s fees, as Corson did not establish the presence of special factors
that would justify enhanced fees.

Significance/Impact

Corson v. Commissioner is significant for its application of Section 7430 and its
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interpretation of what constitutes a ministerial act under Section 6404(e). The case
highlights the importance of timely assessments by the IRS following settlement
agreements and the potential for taxpayers to recover litigation costs when the IRS’s
position  is  not  substantially  justified.  The  ruling  reinforces  the  principle  that
settlement agreements should be adhered to and that delays in ministerial acts can
result in interest abatement and litigation cost awards. Subsequent courts have
cited Corson for  its  analysis  of  ministerial  acts  and the standard for  awarding
litigation costs under Section 7430.


