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This case involves a disputed final assessnent of incone tax
and a denied refund of inconme tax involving the year 1987. The
Taxpayer, Shoe Station, Inc., appealed to the Adm nistrative Law
Division and the matter was submtted on a joint stipulation of
facts. CPA Kim MConkey represented the Taxpayer. Assi st ant
counsel Duncan Crow represented the Departnent.

Al though this case was submtted on a joint stipulation of
facts, | am unsure about the facts and issues in dispute. The
Departnent is claimng additional tax through a final assessnent
for 1987, whereas the Taxpayer is claimng a refund for 1987.
Apparently the issue is decided one way or the other dependi ng on
whet her an anended 1987 return was tinely filed by the Taxpayer.

The facts, as | understand them are as foll ows:

The Taxpayer filed its original 1987 A abanma incone tax return
on March 16, 1988. The Internal Revenue Service (IRS) started
auditing the Taxpayer's 1987 and 1988 federal returns in August,
1989. The Taxpayer signed a federal waiver in Decenber, 1990
allowing the IRS until June 15, 1992 to assess additional tax for

1987. The IRS audit was settled pursuant to a C osing Agreenent



dated March 27, 1991

The Taxpayer subsequently filed an anended 1987 Al abanma return
on May 16, 1991. The anended return included additional incone of
$64,337.00 resulting fromthe IRS audit, and also an additiona
federal incone tax deduction of $175,773.00. | assunme that the
additional federal tax deduction resulted from additional federal
tax paid as a result of the IRS audit. The end result of the
amended return was a net reduction of $110,836.00 in taxable
i ncone.

The Departnent apparently accepted the additional incone
reported of $64,337.00, but disallowed the federal tax deduction
based on its position that the anmended return claimng the refund
was not timely filed. The Departnent thus (I assune) entered the
final assessnent in issue based on the additional reported incone.

| assune that if the anended return was tinely filed and the
additional federal incone tax deduction should be allowed, then the
refund should be granted and the final assessnent dism ssed.
Conversely, if the anended return was not tinely filed, then the
refund shoul d be denied and the final assessnent shoul d be upheld.

Prior to Cctober 1992, the statute of limtations for making
State incone tax adjustnents based on federal changes was governed
by Code of Ala. 1975, 840-18-45. That section was sonewhat
confusi ng because paragraph (b)(1) gave the Departnent three years

to assess tax based on federal changes, but paragraph (b)(2)
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appeared to set the statute at one year. |In any case, paragraph
(b)(3) governed refunds resulting from IRS changes, and that
provi sion allowed a taxpayer one year after a final determ nation
of I RS changes within which to claima refund. For purposes of the
one year rule, it was irrelevant that the normal three year statute
for claimng refunds under 840-18-43(a) had al ready expired.

The d osing Agreenent accepted by the IRS on March 27, 1991,
constituted a final determnation of I|IRS changes. Thus, the
Taxpayer tinely filed an anended return and clainmed a refund within
one year of that date, on March 16, 1991

If the above question is the only issue in dispute, then
because the anended return was tinely filed, the refund claimed on
the amended return should be granted, and (I assune) the fina
assessnent in issue should be dism ssed.

However, a sub-issue may be whether or not the federal incone
tax deduction claimed on the anmended return resulted from the
federal audit changes. That question is rel evant because a claim
for refund outside of the nornmal three year statute can only be
based on changes resulting from the IRS audit. Thus, if the
Taxpayer could have clained the federal tax deduction on its
original return but inadvertently failed to do so, the deduction
cannot be allowed on the anended return because the anmended return
was filed outside of the nornmal three year statute. |In that case,

the Departnent properly disallowed the federal tax deduction and
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assessed additional tax on the additional inconme resulting fromthe
IRS audit. As stated, the federal tax deduction is being allowed
on the assunption that it resulted fromadditional federal tax paid

as a result of the IRS audit.

Based on the above reasoning, the refund in issue should be
granted and the final assessnent in issue should be dism ssed.
Again, | amnot certain that | have correctly stated the facts of
the case, or the basis for which either the clained refund was
denied or the final assessnment entered. |If ny facts are incorrect,
then the Departnment should explain by filing an application for
rehearing within the allowed 15 days. The Taxpayer will be all owed
an opportunity to respond.

If the facts as stated are correct, but the Departnent thinks
nmy | egal conclusions are wong, then the Departnent may appeal ed to
circuit court within 30 days pursuant to Code of A a. 1975, 840-2A-
9(9) .

Ent ered on Novenber 8, 1993.

Bl LL THOVPSON
Chi ef Adm nistrative Law Judge



