UNITED STATES OF AMERICA v. SADLER Doc. 34

IN THE UNITED STATES DISTRICT COURT
FOR THE EASTERN DISTRICT OF PENNSYLVANIA

UNITED STATES OF AMERICA, : CIVIL ACTION
Plaintiff, :
V.
ROBERT L. SADLER, lll, as Executor of : NO. 137207
the Estate of Robelt. Sadler, Jr., :
Defendant.

MEMORANDUM ORDER

AND NOW, this 30th day of July 2015, upon consideration of defendant Robert L. Sadler
lll, as Executor of the Estate of Robert L. Sadler, Jr.’s Motion for Padrmh&ry Judgment
(Doc. No. 26), plaintiff United States of America’s response thereto (Doc. No. aBifk
Motion for Summary Judgment (Doc. No. 27), defendant’s response thereto (Doc. No. 29),
plaintiff's reply (Doc. No. 30), and defendant’s sur-reply (Doc. No. 33), it is her&YERED
that defendant’s Motion is DENIED. It is further ORDER that plaintiff's Motion is
GRANTED. Final judgment shall issue bgmarate document pursuant to Federal Rule of Civil

Proceduré8(a).

l. Factual Background and Procedural History
Robert L. Sadler, Jr. (“Sadler”) died in 20QDef.’s Statement oMaterial Factg 3
(“Def.’s Stmt.”), Doc. No. 26-2.) In 2013, the Internal Revenue Service (IRS), abtmggh the
Attorney General of the United States, brought this action pursuant to 26 U.S.C. &a#62
Sadler’s estat® reduceo judgment Sadler’s outstandimgometax liability. (Compl., Doc. No.

1.) The IRS alleged that Sadler’s outstanding tax liability for taxsy2@01 through 2005,
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inclusive of interest and penalties, totake?,912.66t the time the complaint was filed. (Compl.
1 12.) Nominal defendaobert L. Sadler llls the executor of Sadler’s estate.

For the tax year 2001, Sadler filed a tax return claiming $0.00 in income tax owed and
requesting a refund of the $2,755.00 that he had paid to the IRS in withholdingsSt@@émen
of Material Facts -2 (“Pl.’s Stmt”), Doc. No. 26-2.) Similarly, for the tax year 2002, Sadler
reported $0.00 in tax owed and requested a refund of $2,059.00 in withhol®tin§§.49.) In
both cases, rather than refunding the claimed overpayment, the IRS apgdiedcitedito satisfy
a deficiency remaining from Sadler’'s 1994 income tawsch Sadler hagbintly filed with his
wife at the time.If. 11 6, 11; 1994 Account Transcript, Pl.’'s Mot. Summ. J. Ex. 1, Doc. No. 27
2001 Account Transcript, Pl.’s Mot. Summ. J. Ex. 2; 2002 Account Transcript, Pl.’s Mot. Summ.
J. Ex. 3.) The IRS later performed an examination of Sadler's 2001 and 2002 returns, and
determined that he had understated his tax liability. (Notice of Defigi@hés Mot. Summ. J. Ex.
6.) It disallowed in full deductions that Sadler had claimed for expenses allegedhgthfrom
complying with the Americans with Disabilities A&adler had claimed deductiamtating to
expenses incurred throughprogram named “MBdorAll/ShopN2000/Tax Break 2000i5ut the
IRS concludedhat the transactions at issue lacked economic substance and were made solely for
the purpose of avoiding taXd() As a resultin 2005,the IRSassessed deficiency for the 2001
tax year of $6,539.00, with an additional $1,307.80 in penalties, and a deficiency for the 2002 tax
year of $6,059.00, with an additional $1,211.80 in penditigs.; 2001 Form 4340, Pl.’s Mot.

Summ. J. Ex3; 2002 Form 4340, Pl.’s Mot. Summ. J. EX. 5.

! The penalty amounts consistarfaccuracyrelated penalty of 20% of the tassessepursuant to 26
U.S.C. § 6662. (Pl.'s Stmt. § 1®gfendant makes no argument challenging these penalties.



According to the Forms 434Gsubmitted by plaintiffs in support of their motion for
summary judgment, Sadler filed his 2003 tax return on July 13, 2004. (2003 Form 4340, Pl.’'s Mot.
Summ. J. Ex. 8.) He reported tax due of $5,491.00 and withholdings of $2,067.00, leaving a
balance due of $3,424.00d( The IRS assessed penalties on Sadler’'s 2003 income taxes for
failure to prepay tax and for late payment of takd.} Sadler submitted his return for the 2004 tax
year on August 30, 2005. (2004 Form 4340, Pl.’s Mot. Summ. J. Ex. 10.) He reported taxes due of
$6,681.00 and withholdings of $2,742.00, leaving a balancing owing of $3,938.pThe IRS
assessed penalties for failure to timely file a return, failure to prepagnthiate payment of tax.
(Id.) Sadler submitted his return for the 2005 tax year on July 10, 2006. (2005 Form 4340, Pl.’s
Mot. Summ. J. Ex. 12.) His return stated that he owed $6,221.00 in tax and had paid $3,547.00 in
withholdings leaving a deficiency &#2,674.00.Id.) The IRS again assessed penalties for failure
to prepay tax and late payment of tdg.)(

After proceedings were stayed in order for the IRS to attempt to loadler'S tax returns
for tax year2003 and 2004, the parties filed motiorf®r summary judgment. (Doc. Nos. 26, 27.)
Plaintiff seeks to reduce to judgment the entire amount it alleges is due, an gmbastof April
20, 2015 totaled $44,825.54 with accrued interest. (Decl. of Monica S. Rivera 1 4, Doc:INo. 27

In its motionfor partialsummary judgment and in its response to plaintiff's motion,

2 Form 4340, or the Certificate of Assessment and Paymeantspisiputegenerated form that indicates
the dates and amounts of assessments and payments for a given eefesker v. C.1.R.506 F. Appk
166, 168 (3d Cir. 2012))nited States v. Rempel02 F. Supp. 2d 1051, 1053 (D. Alaska 2001) (“Form
4340 certificates of assessment are official documents which establish that estessre made and that
the assessments made were valid.”). “IRS Form 4340 constitutes valid evidenegdyer's assessed
liabilities and the IRS's notice thereof Perez v. United State312 F.3d 191, 195 (5th Cir. 2002). We
address defendant’s argument that the Form 4340 is insufficient to megffisidburden of production as
to penalties below.

® The original returns have not been locat&geStatus Report of Dec. 15, 2014, Doc. No. 24.)
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defendant—-Sadler’s estate-does nomeaningfullydispute the underlying tax liability but argues
that it should be partially abated for two reasons. First, defendant arguénethavas never an
“overpayment” for the IRS to transfer from Sadler’s 2001 and 2002 taxes, becalR$ tater
assessed a deficiency for those years. As a résellgmounts transferred from Sadler's 2001 and
2002 withholdings to his 1994 tax liability basaa his claimed refund amount should be credited
against his tax liability for 2001 and 2002. (Def.’'s Mem. Opp. Pl.’s Mot. Summ4.J $econd,
defendant argues that the IRS has failed to meet its burden of production for thegpassdissed
on Sadler’'s 2003 and 2004 returns because it has failed to produce the original returmethat Sa
submitted. Id. at 4-5.) Defendant presents no argument as to the 2005 assegssmdistussed
below, the Court concludes that defendant’s arguments arewvitteritand that plaintiff has
satisfied its evidentiary burden, entitling it to summary judgment for the full amotime of

assessments from tax years 2001 to 2005.

Il. Legal Standard
Summary judgment is appropriate where “the movant shows that thergesmoe
dispute as to any material fact and the movant is entitled to judgment as a matter leéthvR.
Civ. P. 56(a). A fact is “material” if it “might affect the outcome of the suit ugdeerning law.”

Anderson v. Liberty Lobby, Inc477 U.S. 242248 (1986). A material fact is genuinely in dispute

where “the evidence is such that a reasonable jury could return a verdict for thevmgnparty.”
Id. Disputed facts “must be viewed in the light most favorable to the nonmoving paryt vSc
Harris 550 U.S. 372, 380 (2007), and “all justifiable inferences are to be drawn in [the

nonmovant’s] favor,’/Anderson 477 U.S. at 2531owever, smmary judgmentnaybe granted if

the nonmovant’s evidence is “merely colorable or not significantly probativenbAuster v.



Unisys Corp., 32 F.3d 768, 777 (3d Cir. 1994). The nonmovant “must do more than simply show

that there is some metaphysical doubt as to the material fisfatstishita Elec. Indus. Co. v.

Zenith Radio Corp., 475 U.S. 574, 586 (1986)the record taken as a whole could not lead a

rational trier of fact to find for theon-moving party, there is no ‘genuine issue for triddl:"at
587 (citation omitted) When presented with cross-motions for summary judgment, the Court
considers each motion on its own merits, construing all facts and drawing a&hiodsrin favor of

the nommovantJ.S. ex rel. Snyder v. Blue Mountain Sch. Dist., 650 F.3d 915, 925 (3d Cir. 2011)

(citing Pichler v. UNITE, 542 F.3d 380, 3&8d Cir.2008).

[l Analysis
1. 2003 and 2004 penalty assessments
It is well-established that IRS assessments as presented in Forms 4340 are @atitled t

presumption of correctneddnited States v. Zarrd77 F. App'x 859, 860 (3d Cir. 2012) (holding

that a Form 4340 is “presumptive proof of a valid assessm@&s#a}y v. United Stated42 F.2d

1154, 1159 (3d Cir. 1971) (“The presumption of correctness afforded the Commissioner's

determination allows the Government [Jto establish a prima facie case of liamngigly by

offering into evidence a certified copy of the Commissioner's assessmBuatlif ex rel. Estate

of Young v. United States, 62 Fed. CI. 589, 600 (Fed. Cl. 20043 (#ell established that a

certified copy of the taxpayer's Form 4340 triggers the presumption of cos®atrfavor of the
government, and [the Forrg ‘routinely used to prove that a taxsassment has in fact been

made.” (quotingRocovich v. United States, 933 F.2d 991, 994 (Fed.Cir.)pTefendant,

however, argues that the Forms 4340 are insufficient to satisfy the burden of jomothertiis

shifted to the IRS by virtue of 26 U.S.C. § 7491(c), which provides thatSecretary shall have



the burden of production in any court proceedirdp respect to the liability of any individual for
any penalty, addition to tax, or additional amount imposed by this title.
The burden of productios not a heavy oreit requires merely that a party come forward

with some evidence to support its position. Greenwich Collieries v. Dir., Office dféhgor

Comp. Programs, 990 F.2d 730, 735 (3d Cir. 1993) he burden of production requires a party

to produce evidence regarding a fatt Here, the IRS has presented Forms 4340 for each tax year

in question. These forms are indisputably admissible evideaeEughes v. United State853

F.2d 531, 539-40 (9th Cir. 1992), and we conclude that they are sufficient to satisfy the IRS’s
burden of productiorContrary to defendant’s position, numerous courts have held, subsequent to
the passage of § 7491(c), that Forms 4340 are sufficient to establish a taxjuaydity not only

for the underlying tax assessed but for penalties and interest aSeeele.g.McLaine v. C.I.R.,

138 T.C. 228, 245-46 (T.C. 2012) (expressly holding that a Form 4340 “satisfie[s] [the
Commissioner’spurden of production under section 7491(c)” with respect to additions to tax for

failure to timely pay)United States v. WelghNo. 11-2292, 2013 WL 1444053, at *9 (D. Colo.

Mar. 13, 2013)“An assessment of tas well as an assessment for failure to file tax returns and
make estimated tax payments are entitled to a presumption of validityemphasis addedguoting

United States v. Novotny, 90 A.F.T.R.2d 2002-5684 (D. Colo. 200Rjted States v. Chrein,

368 F. Supp. 2d 278, 282 (S.D.N.Y. 2009} is well established that the IRSax calculations
(including calculations of interest and penalties) are presumptively valid and create a prima facie
case of liabiliy, such that the Governmentastitled to have the assessment reduced to judgment
unless the taxpayer overcomes the presumption by ththd8e assessment is correct.”

(emphasis addedinternal quotation marks omittedpff'd, 274 F. App’x 56 (2d Cir. 2008).



Further, applying the penalties for failure to timely file, failure to prepay takfaiture to timely
pay tax, requires nothing more than an examination of the underlying assessmete, ohéea
return, and the amount of the deficiency. Because theriym assessment is entitled to a
presumption of correctnessfollows logically thatpenalties based entirely on the date and
amount of that assessment should also be presumed correct.

Once the IRS has introduced evidence establishipgiitei facie case that the assessment,
including penalties for underpayment, are valid and correct, “the burden thencshifes t
taxpayerl]to show his underpayment was not the result of negligence and that he did what a

reasonably prudent person would have doneutite circumstancesSala v. United State$§52

F. Supp. 2d 1167, 1178 (D. Colo. 200&)\’d on other grounds, 613 F.3d 1249 (10th Cir. 2010).

Defendant presents no evidence or argumetd 8sdler’'s negligence or lack thereof, relying
entirely on itsargument that the government has failed to meet its burden of production for
assessment of the penalties. Because we reject that argument, we conclhéegthatrnment is
entitled to summary judgment establishing Sadler’s estate’s liability for hisa2@03004 taxes as
assessed on the Forms 4340.
2. 2001 and 2002 credit transfers

Plaintiff’'s argument that the IRS should not have treated Sadler’s claimgzhgresnts as
such when it conducted an audit of his 2001 and 2002 returns is similarly without merit. The IRS i
permitted by regulation to issue a refund of a claimed overpaymased solely on a taxpayer’s
statement of tax owed. 26 C.F.R. 8 301.640Zhis is the IRS’s usual practice, ahd practice of
issuing refunds before examining returns does not estop the IRS from themgssesdiciency

on the return in question and seeking to recover the funds previously allowed as a refund from a



taxpayerGordon v. United States, 757 F.2d 1157, 1159-60 (11th Cir. 198H%)g

Commissioner, confronted by millions of returns and an economy which repeatedlyemust b
nourished by gek refunds, must first pay and then look. This necessity caameéas the basis

of an ‘estoppel” (quotingWarner v.Comm’r of Internal Revenué26 F.2d 1, 2 (9th Cir.1978)

accordBeer v.Comm'rof Internal Revenue&/33 F.2d 435, 437 (6th Cir.1984). Further, the IRS is

permitted by statute to credit any claimed overpayment to an outstandingptaotiearred by the
statute of limitations:

In the case of any overpayment, the Secretary, within the applicable
period of limitations, may credit the amount of such overpayment,
including any interest allowed thereon, against any liability in
respect of an internal revenue tax on the part of the person who
made the overpayment and shall, subject tgectibns (c), (d), (¢)

and (f)refund any balance to such person.

26 U.S.C § 640@); see als®onahue v. United States, 33 Fed. CI. 600, 605 (Fed. Cl. 1995)

(noting that 26 U.S.C § 6402(a) and 26 C.F.R. § 301.648petifically authorize[the IRS to
credit such a reportaex overpayment against other tax obligations prior to the IRS completing an
audit of the tax return that reports the tax overpayment”). The statute providiégetiRE may
apply a claimed overpayment as a credit only towardunpaid tax liability, bualsotoward
pastdue child support, other debts owed to federal agencies, state tax debts, and unemployment
compensation debts. 26 U.S.C. § 6402[)—

Given this statutorgontext, it is clear that defendant’s argument must fail. There appears
no reasned difference between applying a claimed overpayment as a credit anchgetuimihe
taxpayer as a refund, and the law is clear that the IRS may allow a refund and kherressver

it following an assessment of deficien8geWarner 526 F.2d at 2. The result should be no

different when the IRS applies the claimed overpayment to outstanding taxtebtman



refunding it to the taxpayer. While it is true that the IRS could conceivdbtyngstratively
“undo” the credit, the same is ndearlytrue for the other types of credits allowed by the
statute—it seems unlikely that the IRS would be able to recover, for instance, aapplid to
past child support if it determined that a taxpayer’'s asserted overpaymentesias.Cf. Weber
v.C.LR. 138 T.C. 348, 36%62 (T.C. 2012) (After the IRS thus allowefthe taxpayerthe credit
against the penalty liability, the 2006 overpayment was no longer . . . an available tchediit. |
been used up(internal quotation marks omittgd)NVe conclude that the IRS properly applied
Sadler’s claimed overpayments in 2001 and 2892reditsowardhis outsanding tax liability for

1994and that iis now entitled to recover the entire amount of tax assessed for 2001 artl 2002.

V. Conclusion
For the abovetated reasons, we grant plaintiff's motion for summary judgment and deny
defendant’s cross-motion fpartialsummary judgment. The estate of Robert L. Sadler, Jr. is
liable for the entire assessed amount of unpaid taxes, interest, and penaltiesrouhef
$44,825.54—0plus statutory additions to tax accruing from April 20, 2015 until gaidhe
outstanding taxes, penalties, and interest assessed against Robert LJ6d&di¢he 2001, 2002,

2003, 2004, and 2005 tax years.

BY THE COURT:
/sl Legrome D. Davis

Legrome D. Dauvis, J.

* We note also that equitable considerations weigh in favor of the IRS, as the sttiitatidns

on the 1994 tax debt has now expired and the IRS would have no other means of collecting that
debt were it to reverse the credits appfiedn Sadler’'s 200 and 2002 returng&ee26 U.S.C. §
6504a)(1) (providing a tenyear statute of limitations for collection of assessed tax debt).
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