Winter v. Commissioner, 135 T. C. 238 (2010) (United States Tax Court)

The U. S. Tax Court affirmed its jurisdiction over all issues in a case involving
Michael Winter, a shareholder-employee of an S corporation, who reported his
income inconsistently with the corporation’s return. Winter’s inconsistent reporting
of his bonus and share of the corporation’s income raised questions about whether
such adjustments were subject to summary assessment or deficiency procedures.
The court ruled that despite statutory language directing summary assessment for
such inconsistencies, the Tax Court retained jurisdiction over the entire tax liability
once a notice of deficiency was issued, thereby allowing for a comprehensive
redetermination of Winter’s tax obligations.

Parties

Michael C. Winter and Lauren Winter, the petitioners, were the taxpayers who filed
a petition challenging a notice of deficiency issued by the Commissioner of Internal
Revenue, the respondent, for the tax year 2002. The Winters were the plaintiffs at
the trial level and appellants in any potential appeal.

Facts

Michael Winter was employed by Builders Bank, a wholly owned subsidiary of
Builders Financial Corp. (BFC), an S corporation. In 2002, Winter received a $5
million bonus, part of which was repayable if he left the company or was fired for
cause. Builders Bank terminated Winter in December 2002, claiming it was for
cause, and demanded the return of part of the bonus. On his 2002 tax return, Winter
reported the full bonus as income and his share of BFC’s income based on
regulatory financial statements rather than the Schedule K-1 provided by BFC,
which resulted in a reported loss rather than income. Winter claimed he never
received the Schedule K-1, though evidence showed BFC sent it via FedEx, albeit
with an incorrect address. The IRS audited BFC’s return and accepted it as filed, but
later issued a notice of deficiency to Winter for unreported income and other
adjustments. After the petition was filed, the IRS summarily assessed the tax
resulting from the inconsistent reporting.

Procedural History

The IRS issued a notice of deficiency to Winter on February 24, 2006, which
included adjustments for unreported income and inconsistencies with BFC’s
Schedule K-1. Winter timely filed a petition with the U. S. Tax Court challenging the
deficiency. After the case was docketed, the IRS summarily assessed the tax related
to the inconsistent reporting. The Tax Court then raised the issue of its jurisdiction
over the adjustment related to the inconsistent reporting, leading to the present
opinion.

Issue(s)
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Whether the U. S. Tax Court has jurisdiction over adjustments to a taxpayer’s return
required to make it consistent with the S corporation’s return, when the taxpayer
failed to notify the IRS of the inconsistency, as mandated by I. R. C. § 6037(c)?

Rule(s) of Law

The controlling legal principles include I. R. C. § 6037(c), which requires S
corporation shareholders to report items consistently with the corporation’s return
or notify the IRS of any inconsistency, and specifies that adjustments for
inconsistencies “shall be treated as arising out of mathematical or clerical errors
and assessed according to I. R. C. § 6213(b)(1). ” I. R. C. § 6213(b)(1) provides for
summary assessment of such adjustments without the issuance of a notice of
deficiency. I. R. C. § 6211(a) defines “deficiency” as the excess of the correct tax
over the amount shown on the return plus previously assessed deficiencies. I. R. C. §
6214(a) allows the Tax Court to redetermine the correct amount of the deficiency,
and I. R. C. § 6512(b) gives the court jurisdiction over overpayment claims.

Holding

The U. S. Tax Court held that it has jurisdiction over all issues in the case, including
the adjustments made to Winter’s return to correct for inconsistencies with BFC’s
return. The court determined that the IRS’s failure to assess the deficiency
attributable to the inconsistent reporting before issuing the notice of deficiency did
not preclude the court’s jurisdiction over the entire case.

Reasoning

The court’s reasoning was based on the interpretation of the Internal Revenue
Code’s jurisdictional provisions. The majority opinion reasoned that the IRS’s
inclusion of the inconsistency adjustment in the notice of deficiency, coupled with
the court’s broad jurisdiction to redetermine the entire tax liability once a petition is
filed, meant that the court had jurisdiction over all issues. The court emphasized
that the definition of “deficiency” under I. R. C. § 6211(a) included the amount of tax
resulting from the inconsistent treatment, and that I. R. C. § 6214(a) allowed for the
redetermination of the entire deficiency, even if parts of it were summarily assessed
after the petition was filed. The court also noted that I. R. C. § 6512(b) provided
jurisdiction over overpayment claims, which further supported the court’s authority
to determine the correct tax liability. The majority rejected the dissent’s argument
that I. R. C. § 6037(c) mandated exclusive use of summary assessment procedures
for inconsistency adjustments, asserting that the general jurisdictional provisions of
the Code should not be overridden by the specific language of § 6037(c) without
clear Congressional intent to do so. The court also considered policy arguments,
such as judicial economy and the potential for inconsistent results if cases were split
between summary assessments and deficiency proceedings.

Disposition
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The U. S. Tax Court affirmed its jurisdiction over all issues in the case, allowing for a
full redetermination of Winter’s tax liability for the year in question.

Significance/Impact

This case is significant for clarifying the scope of the Tax Court’s jurisdiction in
cases involving inconsistent reporting by S corporation shareholders. It establishes
that the Tax Court retains jurisdiction over the entire tax liability once a notice of
deficiency is issued, even if some adjustments are required to be summarily
assessed under L. R. C. § 6037(c). This ruling may encourage taxpayers to challenge
IRS adjustments in a single forum, potentially promoting consistency and efficiency
in tax litigation. However, it also raises questions about the interplay between
specific statutory provisions mandating summary assessment and the broader
jurisdictional provisions of the Tax Code, which could impact future cases involving
similar issues.
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