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SECC Corp. v. Commissioner, 142 T. C. No. 12 (2014)

In a landmark decision, the U. S. Tax Court ruled it has jurisdiction to review worker
classification disputes under IRC Section 7436 even without a formal  notice of
determination from the IRS. This ruling stemmed from an employment tax case
involving SECC Corp. , where the IRS had not issued a Notice of Determination of
Worker Classification but had made a determination during the audit process. The
court’s decision allows taxpayers to challenge worker classification determinations
directly in the Tax Court, enhancing their ability to contest IRS findings without the
need for a formal notice.

Parties

SECC  Corporation,  the  petitioner,  was  the  plaintiff  in  the  case,  seeking  a
determination from the Tax Court regarding the classification of its workers for
employment  tax  purposes.  The  Commissioner  of  Internal  Revenue  was  the
respondent,  representing  the  IRS  in  the  dispute.

Facts

SECC Corporation operated a cable splicing business and treated its workers in dual
capacities:  as  employees  for  hourly  wages  and  as  independent  contractors  for
equipment rental payments. The IRS audited SECC’s employment tax returns for the
years  2005 through 2007 and determined that  the  equipment  rental  payments
should be classified as wages, subjecting them to employment taxes. After SECC
protested the IRS’s findings, the case was reviewed by the IRS Appeals Office, which
upheld the IRS’s position. On April 15, 2011, the IRS sent a letter stating that the
employment tax liabilities would be assessed as determined by Appeals, without
sending it by certified or registered mail. SECC filed a petition with the Tax Court
more than 90 days after receiving this letter, challenging the worker classification
and related employment tax issues.

Procedural History

Following the IRS’s audit, SECC filed a protest and requested a hearing with the IRS
Appeals  Office.  After  the Appeals  Office  upheld  the IRS’s  determination,  SECC
received a letter on April 15, 2011, informing them of the impending assessment of
employment tax liabilities. SECC then petitioned the Tax Court on February 13,
2012, seeking review of the worker classification determination. Both parties moved
to  dismiss  the  case  for  lack  of  jurisdiction,  arguing  that  a  formal  Notice  of
Determination of Worker Classification (NDWC) was required for the Tax Court to
have jurisdiction.

Issue(s)

Whether the Tax Court has jurisdiction to review the IRS’s determination of worker
classification under IRC Section 7436 when no formal Notice of Determination of
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Worker Classification (NDWC) was issued by the IRS?

Rule(s) of Law

IRC Section 7436(a) grants the Tax Court jurisdiction to determine the correctness
of the IRS’s determination of  worker classification in connection with an audit,
provided there is  an actual  controversy involving such a determination.  Section
7436(b)(2) imposes a 90-day limit for filing a petition if the IRS sends notice of a
determination by certified or registered mail, but does not impose a specific time
limit otherwise. Section 7436(d)(1) applies the principles of various Code sections
related to assessment and collection to Section 7436 proceedings, treating the IRS’s
determination as if it were a notice of deficiency.

Holding

The Tax Court held that it had jurisdiction to review the IRS’s worker classification
determination under IRC Section 7436, even though no formal NDWC was issued.
The court determined that the April 15, 2011, letter constituted a determination
within the meaning of Section 7436(a), and that the 90-day filing limit did not apply
because the letter was not sent by certified or registered mail.

Reasoning

The court reasoned that the absence of a formal NDWC did not preclude jurisdiction
under Section 7436(a), which only requires a determination by the IRS as part of an
examination. The court cited legislative history indicating that a determination could
be made through nontraditional means, including a failure to agree, which was
reflected in the April 15, 2011, letter. The court also noted that Section 7436(b)(2)
imposes a 90-day filing limit only when a notice of determination is sent by certified
or registered mail, which was not the case here. Furthermore, the court interpreted
Section 7436(d)(1) as applying principles of assessment and collection restrictions to
Section 7436 proceedings, but not as requiring a formal notice of determination. The
court rejected arguments that prior cases required a formal NDWC, distinguishing
them as not directly addressing the issue of jurisdiction in the absence of such a
notice.

Disposition

The Tax Court denied both the IRS’s motion to dismiss for lack of jurisdiction and
SECC’s  cross-motion  to  dismiss  for  lack  of  jurisdiction,  holding  that  it  had
jurisdiction  to  determine  the  correctness  of  the  IRS’s  worker  classification
determination.

Significance/Impact

The decision in SECC Corp. v. Commissioner significantly expands the Tax Court’s
jurisdiction over worker classification disputes, allowing taxpayers to challenge IRS
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determinations  without  the  need  for  a  formal  NDWC.  This  ruling  may  lead  to
increased  litigation  in  the  Tax  Court  on  worker  classification  issues,  providing
taxpayers with a more accessible forum to contest IRS findings. It also underscores
the importance of  the IRS’s  communication methods during audits,  as  informal
letters can be considered determinations triggering Tax Court jurisdiction. The case
may influence future IRS procedures and taxpayer strategies in addressing worker
classification disputes.


