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Beland v. Commissioner, 156 T. C. 5 (U. S. Tax Court 2021)

In Beland v. Commissioner, the U. S. Tax Court ruled that the IRS must obtain
supervisory  approval  before formally  communicating a  penalty  determination to
taxpayers.  The court  found that  presenting a completed Revenue Agent  Report
(RAR) at a closing conference, even without accompanying appeal rights, constitutes
an initial determination requiring prior approval under I. R. C. § 6751(b)(1). This
decision reinforces the procedural safeguards for taxpayers facing penalties and
clarifies the timing of required supervisory consent.

Parties

Brian D. Beland and Denae A.  Beland (Petitioners)  v.  Commissioner of  Internal
Revenue  (Respondent).  The  Belands  were  the  taxpayers  challenging  the  IRS’s
assessment of a civil fraud penalty. The Commissioner represented the IRS in this
dispute.

Facts

The IRS commenced an examination of the Belands’ 2011 joint tax return. Revenue
Agent Ivana Raymond (RA Raymond) conducted the examination, and after multiple
meetings, including one with the Belands’ CPA, the case was referred to a Fraud
Technical Advisor. On June 5, 2015, an administrative summons was issued for the
Belands to appear before RA Raymond on June 30, 2015, which was postponed due
to the birth of their second child. The Belands were then compelled to appear on
August  19,  2015,  for  a  closing  conference.  During  this  meeting,  RA  Raymond
presented a completed and signed Form 4549 (RAR) reflecting a civil fraud penalty
under I. R. C. § 6663(a). The Belands declined to consent to the penalty or extend
the  limitations  period.  Two  days  after  the  meeting,  RA  Raymond  obtained
supervisory approval for the penalty, and subsequently, a notice of deficiency was
issued. The Belands moved for partial summary judgment, arguing that the civil
fraud penalty was not timely approved as required by I. R. C. § 6751(b)(1).

Procedural History

The Belands filed a petition for redetermination of the deficiency and penalties in
the U. S. Tax Court. They moved for partial summary judgment on the issue of
whether the civil fraud penalty was timely approved under I. R. C. § 6751(b)(1). The
court granted the Belands’ motion for partial summary judgment, holding that the
RAR presented at the closing conference constituted the initial determination of the
penalty, which required prior supervisory approval.

Issue(s)

Whether the presentation of a completed Revenue Agent Report (RAR) at a closing
conference,  without  accompanying  appeal  rights,  constitutes  the  IRS’s  initial
determination of a civil fraud penalty under I. R. C. § 6751(b)(1), necessitating prior
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supervisory approval.

Rule(s) of Law

I. R. C. § 6751(b)(1) requires that no penalty shall be assessed unless the initial
determination  of  such  assessment  is  personally  approved  in  writing  by  the
immediate supervisor of the individual making such determination. The Tax Court
has held that the initial  determination is  the first  formal communication to the
taxpayer of the IRS’s decision to assess penalties, which may be embodied in a
completed RAR (see Clay v. Commissioner, 152 T. C. 223 (2019); Belair Woods, LLC
v. Commissioner, 154 T. C. 1 (2020)).

Holding

The Tax Court held that the completed RAR presented to the Belands at the closing
conference  constituted  the  IRS’s  initial  determination  to  assess  the  civil  fraud
penalty, necessitating prior supervisory approval under I. R. C. § 6751(b)(1). Since
supervisory approval was obtained after the RAR was presented, the court granted
the  Belands’  motion  for  partial  summary  judgment,  invalidating  the  civil  fraud
penalty.

Reasoning

The court reasoned that the RAR, signed by RA Raymond and presented to the
Belands at the closing conference, was a formal and unequivocal communication of
the IRS’s decision to assert the civil fraud penalty. The RAR’s content and context,
including the absence of any indication that it was preliminary, demonstrated that it
was not a mere discussion tool but a formal assessment. The court rejected the IRS’s
argument that appeal rights must accompany an initial determination, emphasizing
that the focus should be on the document and the circumstances of its delivery. The
court  also  noted  that  the  IRS’s  actions  post-presentation  of  the  RAR  were
ministerial, confirming that the penalty decision was finalized at the meeting. The
court’s analysis included references to previous cases such as Clay, Belair Woods,
and  Oropeza  II,  which  established  the  criteria  for  identifying  an  initial
determination. The court emphasized the importance of procedural safeguards for
taxpayers,  ensuring  that  supervisory  approval  is  obtained  before  penalties  are
formally communicated.

Disposition

The  Tax  Court  granted  the  Belands’  motion  for  partial  summary  judgment,
invalidating the civil fraud penalty due to the lack of timely supervisory approval
under I. R. C. § 6751(b)(1).

Significance/Impact

The  Beland  decision  reinforces  the  procedural  requirements  under  I.  R.  C.  §
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6751(b)(1), emphasizing that supervisory approval must be obtained before the IRS
formally communicates a penalty determination to taxpayers. This ruling clarifies
that even at a closing conference, the presentation of a completed RAR constitutes
an initial  determination,  necessitating prior  approval.  The decision impacts  IRS
examination  procedures,  requiring  agents  to  secure  approval  before  presenting
penalty assessments, and provides taxpayers with greater procedural protections
against untimely penalty assessments. Subsequent cases have cited Beland to affirm
the timing and nature of initial determinations, solidifying its doctrinal importance
in tax penalty law.


