Service Employees Int’l Union v. Commissioner, 125 T. C. 63 (2005)

In a landmark ruling, the U. S. Tax Court determined it lacks jurisdiction over
penalties assessed under IRC section 6652(c)(1) for the failure of tax-exempt
organizations to file required annual returns. This decision clarifies the boundaries
of Tax Court jurisdiction under IRC section 6330, emphasizing that the court’s
authority does not extend to all types of penalties, particularly those not directly
related to income, gift, or estate taxes.

Parties

Service Employees International Union (SEIU) and 100 Oak Street Corporation
(collectively referred to as petitioners) were the petitioners in the case. The
Commissioner of Internal Revenue was the respondent. SEIU and 100 Oak Street
Corporation were the appellants in the United States Tax Court.

Facts

SEIU and 100 Oak Street Corporation, both qualified labor organizations exempt
from taxation under IRC section 501(a) and classified under IRC section 501(c)(5),
failed to timely file their annual returns as required by IRC section 6033(a)(1).
Consequently, the Commissioner assessed penalties against them under IRC section
6652(c)(1). The penalties assessed against 100 Oak Street Corporation and SEIU
were $2,460 and $50,000 respectively. No notices of deficiency were issued for
these penalties. Following the assessments, the Commissioner issued notices of
intent to levy and notices of determination upholding the levies under IRC section
6330(a). The petitioners contested these determinations by filing petitions with the
U. S. Tax Court.

Procedural History

The Commissioner moved to dismiss the petitions for lack of jurisdiction. The Tax
Court consolidated the cases and heard arguments on the motions to dismiss. The
standard of review applied was whether the Tax Court had jurisdiction over the
penalties under IRC section 6652(c)(1) pursuant to IRC section 6330(d)(1).

Issue(s)

Whether the U. S. Tax Court has jurisdiction over penalties imposed under IRC
section 6652(c)(1) for the failure of tax-exempt organizations to timely file a
complete IRC section 6033(a)(1) return, as provided by IRC section 6330(d)(1)?

Rule(s) of Law

The Tax Court is a court of limited jurisdiction, and its authority is defined by
Congress. IRC section 6330(d)(1) grants the Tax Court jurisdiction to review lien
and levy determinations if the court has jurisdiction over the underlying tax liability.
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The court’s jurisdiction typically extends to income, gift, and estate tax cases, and
related additions to tax for failure to pay those taxes. However, the court does not
have jurisdiction over penalties that are not directly related to these taxes. IRC
section 6652(c)(1) imposes a penalty for failure to file a required return by a tax-
exempt organization, which is not tied to the payment of income, gift, or estate
taxes.

Holding

The U. S. Tax Court held that it does not have jurisdiction over penalties imposed
under IRC section 6652(c)(1) for the failure of tax-exempt organizations to timely file
a complete IRC section 6033(a)(1) return, as provided by IRC section 6330(d)(1).

Reasoning
The court’s reasoning was based on the following points:

- The Tax Court’s jurisdiction is limited and only extends to the extent authorized by
Congress. The court generally has jurisdiction over income, gift, and estate tax
cases, and related additions to tax for failure to pay those taxes under IRC section
6330(d)(1).

- IRC section 6652(c)(1) penalties are imposed for failure to file a return by a tax-
exempt organization, not for failure to pay income, gift, or estate taxes. Therefore,
these penalties do not fall within the court’s typical jurisdiction.

- The court distinguished the IRC section 6652(c)(1) penalties from IRC section
6651(a)(2) additions to tax, which are directly tied to the amount of tax due and thus
within the court’s jurisdiction.

- The court rejected the petitioners’ arguments that IRC section 6330(d)(1) should
be interpreted to expand its jurisdiction to cover IRC section 6652(c)(1) penalties,
citing prior cases such as Moore v. Commissioner and Van Es v. Commissioner,
which held that IRC section 6330(d)(1) does not expand the court’s jurisdiction
beyond the types of taxes it normally considers.

- The court also rejected policy arguments based on judicial economy and
convenience, stating that jurisdiction cannot be based on such theories.

Disposition

The Tax Court granted the Commissioner’s motions to dismiss for lack of
jurisdiction.

Significance/Impact

This decision is significant as it clarifies the scope of the Tax Court’s jurisdiction
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under IRC section 6330(d)(1), particularly in relation to penalties imposed on tax-
exempt organizations. It underscores the principle that the Tax Court’s jurisdiction
is strictly limited to what is expressly granted by Congress and does not extend to all
penalties assessed by the IRS. The ruling has implications for tax-exempt
organizations, as they must seek judicial review of IRC section 6652(c)(1) penalties
in district courts rather than the Tax Court. This case also reinforces the distinction
between penalties and additions to tax, with the latter being more closely tied to the
Tax Court’s traditional jurisdiction over income, gift, and estate taxes.
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