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Klein v. Commissioner, 135 T. C. 166 (2010)

In Klein v. Commissioner, the U. S. Tax Court ruled that it had jurisdiction over a tax
deficiency case despite the debtor’s multiple bankruptcy filings. The court held that
the automatic stay, which typically bars Tax Court proceedings during bankruptcy,
was terminated or did not apply due to exceptions under the Bankruptcy Code. This
decision clarifies the interaction between serial bankruptcy filings and tax litigation,
emphasizing the limits of the automatic stay’s effect on Tax Court jurisdiction.

Parties

Dennis  Klein,  the  petitioner,  filed  the  case  pro  se.  The  respondent  was  the
Commissioner of Internal Revenue, represented by Frederick C. Mutter.

Facts

Dennis  Klein  filed  a  series  of  bankruptcy  petitions  under  Chapter  13  of  the
Bankruptcy Code. His first petition was filed on December 11, 2007, and dismissed
on March 11, 2009. He filed a second petition on October 13, 2009, which was
dismissed  on  February  9,  2010.  Two weeks  after  filing  his  second  bankruptcy
petition, on October 26, 2009, the IRS issued Klein a notice of deficiency for his
2006 Federal income tax. Klein filed a petition in the U. S. Tax Court on January 15,
2010,  seeking a redetermination of  this  deficiency while his  second bankruptcy
petition was still pending. Following the dismissal of his second bankruptcy case,
Klein filed four more bankruptcy petitions, three of which were dismissed, with the
sixth still pending at the time of the Tax Court’s decision.

Procedural History

Klein’s first bankruptcy petition was filed in December 2007 and dismissed in March
2009. His second petition was filed in October 2009 and dismissed in February
2010. The IRS issued a notice of deficiency to Klein on October 26, 2009, and Klein
filed a petition with the U. S. Tax Court on January 15, 2010. Subsequent to the
dismissal of his second bankruptcy petition, Klein filed a third petition on February
9, 2010, dismissed on March 3, 2010; a fourth on March 11, 2010, dismissed on
April 6, 2010; a fifth on April 6, 2010, dismissed on May 25, 2010; and a sixth on
June 2, 2010, which remained pending. The Tax Court issued an order to show cause
regarding its  jurisdiction due to  the multiple  bankruptcy filings,  leading to  the
court’s decision on July 27, 2010.

Issue(s)

Whether the automatic stay provisions of the Bankruptcy Code, specifically 11 U. S.
C. § 362(a)(8), barred the commencement or continuation of Klein’s deficiency case
in the U. S. Tax Court due to his multiple bankruptcy filings?

Rule(s) of Law
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The  automatic  stay  under  11  U.  S.  C.  §  362(a)  generally  prohibits  the
commencement  or  continuation  of  a  proceeding  before  the  U.  S.  Tax  Court
concerning  the  tax  liability  of  a  debtor.  However,  exceptions  to  this  stay  are
provided in 11 U. S. C. § 362(c)(3) and (4), which terminate or prevent the stay in
cases of repeat filings within a year of a dismissed bankruptcy case.

Holding

The U.  S.  Tax  Court  held  that  the  automatic  stay  arising  from Klein’s  second
bankruptcy petition terminated after 30 days pursuant to 11 U. S. C. § 362(c)(3),
thus  not  barring  the  commencement  of  Klein’s  Tax  Court  deficiency  case.
Additionally, the court found that subsequent bankruptcy petitions did not prevent
the continuation of the Tax Court case under 11 U. S. C. § 362(c)(4), as they were
filed within a year of dismissed cases, precluding the imposition of a new automatic
stay.

Reasoning

The court reasoned that Klein’s second bankruptcy filing met the conditions of 11 U.
S. C. § 362(c)(3) because it was filed within one year of his first dismissed case. This
provision terminates the automatic stay after 30 days with respect to actions taken
concerning a debt, which includes Tax Court deficiency cases. The court also applied
§ 362(c)(4), which prevents the automatic stay from going into effect if two or more
cases  were  dismissed  within  the  previous  year,  to  Klein’s  third  through  sixth
bankruptcy  filings.  The court  interpreted these provisions  to  ensure that  serial
bankruptcy filings do not indefinitely delay tax litigation, aligning with Congress’s
intent to curb abuse of the automatic stay. The court also noted that the legislative
history supported a broad application of these exceptions to prevent debtor abuse of
the bankruptcy system.

Disposition

The U. S. Tax Court issued an order affirming its jurisdiction over Klein’s deficiency
case, allowing the case to proceed despite Klein’s multiple bankruptcy filings.

Significance/Impact

The Klein decision clarifies the limits of the automatic stay’s effect on Tax Court
jurisdiction in the context of serial bankruptcy filings. It establishes that exceptions
under 11 U. S. C. § 362(c)(3) and (4) can terminate or prevent the stay, thereby
allowing tax deficiency cases to proceed. This ruling has significant implications for
taxpayers and the IRS in managing tax disputes amidst bankruptcy proceedings,
emphasizing the  importance of  timely  and effective  resolution of  tax  liabilities.
Subsequent cases have cited Klein to support the principle that repeated bankruptcy
filings cannot be used to indefinitely delay tax litigation.


