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People Place Auto Hand Carwash, LLC v. Commissioner of Internal Revenue,
126 T. C. 359 (2006)

In a significant ruling, the U. S. Tax Court determined that the automatic stay under
11 U. S. C. § 362(a)(8) does not extend to a Tax Court proceeding against a limited
liability company (LLC) when its members are in bankruptcy. The court clarified that
an LLC is a separate legal entity from its members, and thus, the stay does not apply
to  actions  concerning  the  LLC’s  employment  tax  liabilities,  marking  a  crucial
distinction in the application of bankruptcy law to LLCs in tax disputes.

Parties

People Place Auto Hand Carwash, LLC, as the Petitioner, initiated the action against
the Commissioner of Internal Revenue, as the Respondent, in the U. S. Tax Court
seeking a redetermination of employment status under 26 U. S. C. § 7436 and Tax
Court Rule 91.

Facts

People Place Auto Hand Carwash, LLC (the LLC) was owned and operated by Larry
and Marilyn Conway (the Conways), who were the LLC’s only members. The LLC
filed a petition in the U. S. Tax Court challenging a Notice of Determination of
Worker  Classification issued by  the  IRS,  which classified  certain  individuals  as
employees of the LLC and assessed additional employment taxes for the year 2000.
At the time of the filing, the Conways had filed for bankruptcy under Chapter 7. The
LLC claimed that the automatic stay under 11 U. S. C. § 362(a) should apply to the
Tax Court proceedings due to the Conways’ bankruptcy status.

Procedural History

The LLC filed a petition in the U. S. Tax Court on June 13, 2005, contesting the IRS’s
determination of worker classification. Respondent moved under Tax Court Rule
91(f)  to  establish  facts  and  evidence,  to  which  the  LLC responded,  citing  the
Conways’ bankruptcy as a basis for an automatic stay. The Tax Court issued an
order to show cause why the case should not be stayed under 11 U. S. C. § 362(a)(8).
The LLC did not respond to the order, and no appearance was made on its behalf at
the scheduled hearing. The Tax Court proceeded to address the applicability of the
automatic stay.

Issue(s)

Whether the automatic stay provision of 11 U. S. C. § 362(a)(8) applies to a Tax
Court proceeding against a limited liability company when its members are debtors
in bankruptcy?

Rule(s) of Law
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Section 362(a)(8) of the Bankruptcy Code provides an automatic stay of Tax Court
proceedings “concerning the debtor. ” The Internal Revenue Code, under 26 U. S. C.
§ 7436, allows for a redetermination of employment status in Tax Court. The Tax
Court’s jurisdiction is governed by Tax Court Rule 91. For federal tax purposes, an
LLC with more than one member is generally treated as a partnership unless it
elects corporate status (26 C. F. R. § 301. 7701-3(b)(1)(i)).

Holding

The U. S. Tax Court held that the automatic stay provision of 11 U. S. C. § 362(a)(8)
does not apply to the Tax Court proceeding against the LLC. The court reasoned that
the LLC is a separate legal entity from its members, and the proceeding concerned
the LLC’s employment tax liability, not the personal tax liabilities of its members
who were in bankruptcy.

Reasoning

The Tax Court reasoned that the automatic stay under 11 U. S. C. § 362(a)(8) is
limited to proceedings “concerning the debtor,” and in this case, the proceeding
concerned  the  LLC’s  employment  tax  liabilities,  not  the  Conways’  personal
liabilities. The court emphasized that the LLC, as a separate legal entity, is treated
as a partnership for tax purposes but retains its separate identity under the law. The
court cited prior cases, such as 1983 W. Reserve Oil & Gas Co. v. Commissioner,
which established that  the  automatic  stay  does  not  apply  when the  Tax  Court
proceeding affects only the tax liabilities of non-debtor entities. The court further
distinguished that any potential stay of proceedings against non-debtor third parties,
such as the LLC, would fall under the equitable powers of the bankruptcy court
under 11 U. S. C. § 105(a), not the automatic stay provision.

Disposition

The Tax Court declined to apply the automatic stay to the proceedings against the
LLC and indicated that any request for equitable relief under 11 U. S. C. § 105(a)
should be addressed to the bankruptcy court.

Significance/Impact

The decision in People Place Auto Hand Carwash, LLC v. Commissioner clarifies the
scope of the automatic stay provision in the context of LLCs and their members’
bankruptcies. It underscores the legal distinction between an LLC and its members,
reinforcing that an LLC’s tax liabilities are separate from those of its members. This
ruling has practical implications for legal practitioners dealing with LLCs involved in
tax disputes while their members are in bankruptcy, as it directs such matters to the
bankruptcy  court  for  equitable  relief  considerations  rather  than  invoking  an
automatic stay in Tax Court proceedings.


