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UNITED STATES DISTRICT COURT
DISTRICT OF MINNESOTA

MAYO CLINIC, a Minnesota
Corporation, on its own behalf and as
successor in interest to Mayo
Foundation,
Case No. 1&v-3113 (JNE/KMM)
Plaintiff, ORDER

V.
UNITED STATES OF AMERICA

Defendant.

This case is before the Court on Defendant’s objection to a December 19r@éd7
from United States Magistrate Judgatherine M. Menendegranting in part and denying in
part Plaintiff's motion to compel discovery respondgssel on a review of the record, the Court
affirms themagistrate judge order.

BACKGROUND

Mayo Clinic (“Mayo”) alleges that it was improperly assessed more than $11 million in
federal income taxdsetween 2003 and 2012pecifically, Mayo contends thatitas overtaxed
because the IRS did not designate it a%dancational organization,” as defined in 26 U.S.C.
1170(b)(1)(A)(ii) andthat statute’smplementing regulation, 26 C.F.R. § 1.1704c{1). Mayo
filed admnistrative claims for a refund ondke gounds, but the IRS disallowed thadaims.In
September 2016, Mayo filed suit, arguing thigher(1) the impementing regulation is invalid
and Mayo meets the requiremefdsan educational organization under ghatute or, (2) the
regulation is valid anayo meets the requirements for an educational organization under the

regulation.
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OnOctoberl6, 2017, Mayo filed a motion to compel written discovery respoiviag
made two general set$ requestsOnesought informationalating tothe governmerd
interpretation of § 170(b)(1)(A)(idnd 8§ 1.170A-&)(1) in matters involving other taxpayers.
The other sought information relatisgecificallyto the IRS’s consideration of Mayo’s refund
requestThe United States objectenl those requests dioth relevance angroportionality
grounds.

Themagistrate judggranted in part and denied in part Mayo’s motibime magistrate
judge foundhat all of the information requested was relevanthmitsome of Mayo’s requests
needed to be narrowetlhe government now objects to the portion of the magistrate judge’s
order requiring production of the non-privileged portions of the IRS’s Technical &dvic
Memorandum (“TAM") Fle and its Chief Counsélile relating to Mayo’s refund claim. It
contends that themagistrate judgerred inconcludingthat those materials were relevant and in
her proportionality assessment.

STANDARD OF REVIEW

The standard of review applicable to an appealmofgistrate juges order on
nondispositive pretrial matters is “extremely deferentidbble v. Celestica Corp., 627
F.Supp.2d 1008, 1014 (D. Minn. 2007). Such an order should be reversed only if it is clearly
erroneous or contrary to law. 28 U.S.C. 8§ 636(b)(1)(A); Fed.R.Civ.P. 72(a); D. Minn. LR
72.2(a). “A finding is clearly erroneous when ‘although there is evidence to suppiost i
reviewing court on the entire evidence is left with the definite and firm convitttadra mistake
has been committed.l’isdahl v. Mayo Found., 633 F.3d 712, 717 (8th Cir. 2011) (quoting
Anderson v. City of Bessemer City, 470 U.S. 564, 573, (1985)). “A decision is contrary to law

when it fails to apply or misapplies relevant statutes, case law or rulescefipre.”’Knutson v.



Blue Cross & Blue Shield of Minn, 254 F.R.D. 553, 556 (D. Minn. 2008) (internal quotation
marks omitted).
DISCUSSION

The United Statesiakes threarguments related the magistrate judge relevance
findings. As discussed below, none of those arguments rawadr error in the magistrate
judge’s decision.

First,thegovernmentrgues that IRS analyses and conclusions are irrelevant in a tax
refund suit because the trial court’s role is to determine the taxpayer’s lidbihibvo. Citing
Blansett v. United States, 283 F.2d 474, 478 (8th Cir. 1960), the government contends that
because the trial court can sustain the IRS’s assessment on “aryréegeal supporting it” —
even one that the IRS did not rely upodiscovery of IRS analysesd conclusionare
irrelevant.Obj. to Order at 8-9. Buhis misreads the Eighth Circuit’s holdingBhansett.

Blansett stands for the proposition that the IRS’s analysis is not binding upon the trial court —
i.e., that the court should determine the taxpayer’s liabgiheW” Blansett at 478. It does not
say, aghe United Statesuggests, that the IRS’s conclusions are “of no significance” at all
within the context of discovery.he magistrate judge’s finding along these lines was neither
clearly erroneous nor contratty law.

Second, the United States argues thatrthgistrate judgerred in relying upokiermann
v. United Sates, 127 Fed. Cl. 22 (2016). In that case, the plaintiffs asked the court to compel the
IRS to produce internal documents used in its deterroimatfi their tax liability As it has done
here, he government objected on the grounds that the documvergsrelevant because tax

refund cases awde novo proceedingsThe court disagreedinding instead that for the purposes



of discovery, sucldocuments are relevant because they may help plaintiffs overcome the
presumption of correctness afforded to IRS tax liability determinatitersnann at 4142,

Here, themagistrate judgéound theHermann decision to b@ersuasive on the relevance
issuein large part because it draaglistinction between discoverability and admissibility.
Order at 12. The government does not identify any binding precedent that somifiict
Hermann, nor does it adequately explain why that case is distinguishable. Accgrdireg|
magistrate judge reliance orHermann was not contrary to law or clearly erroneous.

Third, the government argues that thagistrate judgerred in ruling that the internal
IRS documentsvererelevant to Mayo’s ability to challenge the pregdiion of correctness. An
IRS determination is entitled to the presumption of correctness unless it istearyadyi
“naked” assessmeriDay v. C.I.R., 975 F.2d 534, 537 (8th Cir. 1992). The United States argues
that Mayo’s complaint concedes that tR&’s determination was not arbitrary, and that, as a
result, there is no need for discovery of evidence that could be used to overcome the mesumpti
of correctness.

This argument fails, however, because nothing in Mayo’s complaint amounts to an
admisson that would preclude or obviate the need for discovery. The complaint allages,
alia, that the IRS conducted an audit and that it used Form 4549 to communicate to Mayo the
basis for its decision. The government takes these allegations to be an admissayo ltlyat
the assessment was not arbitrary. But these allegations, particuldily thé broader context of
the complaint, do not rise to the level of “formal concesSitrat the determination was not
arbitrary Banks v. Yokemick, 214 F. Supp. 2d 401, 406 (S.D.N.Y. 2002). Discovery csiiild

reveal that the assessment was arbitrary, even if Mayo’s allegations acat éarcordingly, the



magistrate judge determination that the requested documents vedegant to Mayo’s efforts to
challeng the presumption of correctness was neither clearly erroneous nor contrary to law

The United States alsogues that theagistrate judgerred in overruling its
proportionality objections. The government takes the position that the court should hagd order
it to produce only those documents necessary to show the IRSIs for its assessments, not
those that might capture statements made after the assessments. Buétheagnt does not
articulate— nor, perhaps, could itwhy this constituted a & error by thenagistrate judgero
the contrary, poséissessment statementfor example, a document reassessing Mayo’s status as
an educational organization — could be precisely the kinds of documents that would enable Mayo
to show that the IRS’s initial conclusion was incorrect.réfae, theCourtthereforefinds no
basis for reversing thmagistrate judgen this objection.

CONCLUSION

Based on the foregoing, all the records, files, and proceedings hereirdiHREBY

ORDERED THAT:

1. Defendant’s objection to the magistrate judge’s December 15, 2017 order [ECF No. 61]
is OVERRULED.

2. Themagistrate judge’srder [ECF No. 53] is AFFIRMED.
Dated: March 72018 g/ Joan N. Ericksen

JOAN N. ERICKSEN
United States District Judge




