Section 1001.—Determination STOECKER v. ILLINOIS obligation to respondent, placing the bur-
of Amount of and Recognition of DEPARTMENT OF REVENUE den of proof on the responsible officer. That

Gain or Loss burden of proof is a substantive aspect of
such a claim, given its importance to the

26 CFR 1.1001-3: Modification of debt S$ AE’%E%%ACJITR!'IT 8; :PEPLIJENAIITSE Il::) OR outcome of cases. Seeg., Director, Office

instruments. of Workers’ Compensation Programs

THE SEVENTH CIRCUIT G ich Collieriess12 U.S. 267 271

Rev. Proc. 2000-29 modifies Rev. Proc. 99-18, reenW|F: o 'er'.ESS e o :
1999-11 I.R.B. 7, by removing the sunset date of ~ No. 99—387. Argued April 17, Tax law is no candidate for exception from
June 30, 2000. Rev. Proc. 99-18 provides taxpay- 2000-Decided May 30, 2000 the general rule, for the very fact that the
ers with an election that allows them to treat a debt ' burden has often been shifted to the tax-

substitution, in certain circumstances, as a realizp/hile debtor Stoecker was its president, payer indicates how critical it is. Several

tion event even though it does not result in a signif- L . . . .
g 9""ow-defunct lllinois company purchased @ompelling rationales for this shift—the gov-

icant modification under section 1.1001-3 of the . L
Income Tax Regulations. See Rev. Proc. 2000—25’,Iane out of State and moved it to lllinoisernment's vital interest in acquiring its rev-
page 113. Respondent claims that this purchase wasiue, the taxpayer’s readier access to the
subject to the State’s use tax. When such tggevant information, and the importance of
is unpaid, respondent issues a Notice of Ta&couraging voluntary compliance—are
Section 1273.—Determination Liability to the taxpayer and may issue @owerful justifications not to be disre-
of Amount of Original Issue Notice of Penalty Liability against any cor-garded lightly. The Bankruptcy Code
Discount porate officer responsible for paying the taxnakes no provision for altering the burden
who willfully fails to file the return or make of proof on a tax claim, and its silence indi-

26 CFR 1.1273-2: Determination of issue price andhe payment. By the time respondent disates that no change was intended.
issue date. covered that the tax was unpaid in this casep. 4—6.

Will the Service require a depositor who receive§he company wa_s defu_nCt and Stc_)eCker W?g) The trustee’s appeals to Code silence
a “de minimispremium” to treat the value of the pre-iN bankruptcy, with petitioner as his trustee: - PP
mium as includible in gross income or to reduce thRespondent filedinter alia, a Notice of are reJECt,ed'_ The state of pre-C(')de. law
basis in the account, and will it require a financiapena|ty Liability against Stoecker. The facgoes nOt_mdlcate that the Code is S”e'nt
institution that provides ade minimispremium” to -+ thare was no affirmative proof that h ecause it was predicated on an alteration

treat it as interest for purposes of information report- . . i i i
ing under section 6(?49? See Rev. Proc. 200(?—38\,’aS respon5|ble fo_r or V_VI_"fu”y ev"f‘de_d theOf :25 S;b;:a::;/;.;a\gaorfkorﬁlI%Stlo:\ign:ﬁ
page 113, payment was not dispositive, for lllinois law? ‘3XPay ptey.

shifts the burden of proof, both on product_houghVanston Bondholders Protective

tion and persuasion, to the responsible offOMM-v- Green,329 U.S. 156, suggested
that “allowance” of claims is a federal

Section 1275.—O0ther cer once a Notice of Penalty Liability is is- S
Definitions and Special Rules sued. The Seventh Circuit ruled fofnatter, that Cﬁse cc?%gerneicd (liIS.tI’IbL.ItIOI’rl]Of
respondent, holding that the burden of progtSS€ts: not the validity of claims in the

df|rst instance, whichyanstonspecifically
tes, is to be determined by reference to
State law,id., at 161. Nor is the trustee

26 CFR 1.1275-2: Special rules relating to debt ~ remained with petitioner, just as it woul
instruments. have been on Stoecker had the proceedin
Rev. Proc. 2000-29 modifies Rev. Proc. 99—18_t,aken place_ (_)UtSIde of bankru_pt(_:y’ and fin elped by the reference, ity of New
1999-11 I.R.B. 7, by removing the sunset date dNg that petitioner had not satisfied the bur: K '
June 30, 2000. Rev. Proc. 99-18 provides taxpaglen of persuasion. ]“” V. Sa:per,336 U.S. 32.8’ 3.32’ to
ers with an election that allows them to treat a debt . . prov[ing]” government claims in the
substitution, in certain circumstances, as a realizd1€ld: When the substantive law creating @ame manner as other debts, for that refer-
tion event even though it does not result in a signitax obligation puts the burden of proof on @nce was to the procedure by which proof
icant modification u_nder section 1.1001-3 of thftaxpayer, the burden of proof on the tayf claim was submitted, not to the validity
Incomlel'gl'ax Regulations. See Rev. Proc. 2000-245im in bankruptcy court remains wheref the claim. Finally, the trustee’s argu-
page 25s. the substantive law put it (in this case, oment that the Code-mandated priority en-
the trustee in bankruptcy). Pp. 4—10. joyed by taxing authorities over other

Section 1398. — Rules Relating (a) Creditors’ entitlements in bankruptcy,Creditors requires a compensating equal-

to Individuals’ Title 11 Cases arise from the underlying substantive ladtY Of treatmgnt when. It comes to demon-
creating the debtor’s obligation, subject tgtrating valu?llty Of pla|ms distorts a bank-
Ct. D. 2068 any qualifying or contrary Bankruptcy:ﬁgt%g;ligf;%%ﬂmif fecl)gveatr?ta;r?n?:?pgiz
Code provisions. SeButnerv. United )
SUPREME COURT OF THE States440 U.S. 48, 55. The basic federa?f equality. Pp. 6—10.
UNITED STATES rule in bankruptcy is that state law governg79 F.3d 546, affirmed.
RALEIGH, chapter 7 trustee for the substance of claimil., at 57. In this _ .
the ESTATE OF case, lllinois tax law establishes the estate®°Y TER. J., delivered the opinion for a

unanimous Court.



SUPREME COURT OF THE Tax Liability to the taxpayer. 88105/12,involved in Chandler’s tax affairgbid.

UNITED STATES 120/4. Unless the taxpayer protests withilivhile it is true that failure to pay must be
the time provided, the assessment baeillful (at least grossly negligent) to jus-
he ti ided, th bevillful (at | I li ) to |

No. 99—387 comes final, though still subject to judi-tify the penalty under Illinois law, see
cial review in the lllinois circuit court. Branson suprg at 254—255, 659 N. E.
TH?MI'::S E; RI.::II-IEI(E;E"I';\:':'IEF();Er 7 §8120/4, 12. 2d, at 965, and true that Chandler had an
rustee ror the L
WILLIAM J. STOECKER, PETI- lllinois law also provides that any corpo-ﬁg'?;?(nvlg;eéLgrgei;izgti?lgi%eégziﬁs
TIONER v. ILLINOIS DEPART- [ 0157 1 14 e S0n, 0Pt e e urcnase agreemen, ter
MENT OF REVENUE P y g was no evidence that Stoecker ever saw

making pay”?e”t of the ampunt of any ""the letter or relied on it, and nothing else
tax ... who willfully fails to file the return

ON WRIT OF CERTIORARI TO or make the payment ... shall be perso Q?gr;:ngdogttggoisgsel of willfulness. See
THE UNITED STATES COURT OF  galy liable for a penalty equal to the tota o '

APPEALS FOR THE SEVENTH amount of tax unpaid by the [corpora-Obviously, the burden of proof was critical
CIRCUIT tion].” §735/3—7. The department deter+o the resolution of the case, which the De-
[May 30, 2000] mines the amount, and its determinatiopartment of Revenue won because the
' is “prima facie evidence of a penaltyCourt of Appeals held that the burden re-
JUSTICE SOUTER delivered the opiniordug,”ibid., though a Notice of Penalty Li- mained on the trustee, just as it would have
of the Court. ability issued under this provision is operbeen on the taxpayer had the proceedings
. . . to challenge much like the antecedent Ndaken place outside of bankruptcy. The
The question raised here is who bears e ot Tay | jability. Courts of Appeals are divided on this point:

burden of proof on a tax claim in bank- . . the Seventh Circuit joined the Third and
ruptcy court when the substantive lawBy the time the department discovered thI@ourth Circuits in leaving the burden on the

creating the tax obligation puts the burdeHnpaid tax in this case, Chandler was de- o " sogacyn Corpy. United States
on the taxpayer (in this case, the trustee finct and Stoecker was in bankruptcyg " /oo™ <o (CA3 i988m e Land-
bankruptcy). We hold that bankruptcyThe department issued both a Notice cﬁank 'Equity borp 973 F.2d 265 270—
does not alter the burden imposed by thEax Liability against Chandler and a No-2, "~ 14 1992) The Courts of Appeals for

substantive law. tice of Penalty Liability against Stoecker.the Fifth, Eighth, Ninth, and Tenth Circuits

| See 179 F.3d, at 549. have come out the other way. Seere

The record evidence about Chandler’s ofRlacid Oil Co, 988 F.2d 554, 557 (CA5
The issue of state tax liability in questio erations is min_ima}l. A person namedl993);In re Brown 82 F.3d 801, 804—805
had its genesis in the purchase of an ar;lf_luhar act.ed as its fllnanC|aI officer. Th_ereéCA8 1996);In re Macfarlane 83 F.3d
plane by Chandler Enterprises, Inc. IS no ewdenge dlrggtly addressmglp41, 1044—1045 (CA9 1996), cert. de-
now-defunct Ilinois company. Wiliiam J %toecker's role in the filing of Chandler’snied, 520 U.S. 1115 (1997) re Fullmer,
Stoecker, for whom petitioner Raleigh iStax returns or the payment of any taxe962 F.2d 1463, 1466 (CA10 1992). We
' d so no affirmative proof that he was eigranted certiorari to resolve the issue, 528

the trustee in bankruptcy, was president . . :
Chandler in 1988, when Chandler enterfﬁer responsible for or willfully evadedU.S. 1068 (2000), and now affirm.

. the payment of the use tax, ség at 550.
into a lease-purchase agreement for the: : . . . Il
. o . is evidentiary dearth is not necessarily
plane, moved it to lllinois, and ultimately . - .
! dispositive, however, due to the provision. .. , . .

took title under the agreement. Seere of Illinois law shifting the burden of reditors’ entitlements in bankruptcy

Stoecker179 F.3d 546, 548 (CA7 1999). 9 ._arise in the first instance from the under-
proof, both on production and persuasion ing substantive law creating the

According to respondent State Departto the responsible officer once a Notice Ogiyebtor’s obligation. subiect to anv quali-

ment of Revenue, the transaction waPBenalty Liability is issued, sé&&ransonv. fying or cont?ar }ovisijons of theylgank-

subject to the lllinois use tax, a sales-taRepartment of Revenué&68 Ill. 2d 247, U t% Code SZBF:JU’IEI‘V United States

substitute imposed on lllinois resident256—261, 659 N. E. 2d 961, 966—96824% EIJS 48' 55 (1979i{anston Bond—,

such as Chandler who buy out of State. [fL995). The Court of Appeals for the Sevholderé IIDrot(’active Commv. Green.329

the seller does not remit the tax, the buyanth Circuit accordingly ruled for the De- ; '

must, and, when buying a plane, must filpartment of Revenue. 179 F.3d, at 550. U.S. 156, 1,?.1_162 (1946)2 The "basic
- federal rule” in bankruptcy is that state
a return and pay the tax within 30 day

. the Court of Appeals thought the trusteéaw governs the substance of claifBsi-
after the aircraft enters the State. lll, s . S
may have satisfied his burden of produaaer, supraat 57, Congress having “gener-
Comp. Stat., ch. 35, §8105/10 (1999).. . e ) . >
Chandler failed to do this. ﬂon by |deqt|fy|ng Pluhar as the fma_nqalqlly Ieft the determination of property
officer but, in any event, had not satisfiedights in the assets of a bankrupt’s estate
When the State discovers a failure to filliis burden of persuasion. Becausto state law,” 440 U.S., at 54 (footnote
and pay taxes, its Department of Revenugtoecker was the president and, as far amitted). “Unless some federal interest
(the respondent here) determines ththe record showed, he and Pluhar wemequires a different result, there is no rea-

amount of tax due and issues a Notice afie only officers, each would have beeson why [the state] interests should be an-



alyzed differently simply because an inCongress of course may do what it likesaxing authoritie$, others put it on the
terested party is involved in a bankruptcyvith entittlements in bankruptcy, but thergrystee? and still others cannot be fath-
proceeding.”ld., at 55. In this case, theis no sign that Congress meant to alter thgmed® This state of things is the end of
bankruptcy estate’s obligation to the Illi-burdens of production and persuasion ofhe argument, for without the weight of
nois Department of Revenue is estaltax claims. The Code in several places, t6olid authority on the trustee’s side, we
lished by that State’s tax code, which putbe sure, establishes particular burdens ghnnot treat the Code as predicated on an
the burden of proof on the responsible ofproof. Seee.g.,11 U.S.C. 8§ 362(g) (relief alteration of the substantive law of obliga-
ficer of the taxpayer, seranson, supra, from automatic stay), §368) (adequate tions once a taxpayer enters bankruptcy.
at 260—262, 659 N. E. 2d, at 968. protection for creditors), 8364(d)(2)Cf. United Sav. Assn. of Tex.Timbers of
same), §547(g) (avoidability of prefereninwood Forest Associates, Ltd84 U.S.

The scope of the obligation is the ISSU‘glal transfer), §1129(d) (confirmation of365, 381—382 (1988) (“The at best di-

here. Do the State’s right and the tax—Ian for purpose of avoiding taxes). Buti )
payer’s obligation include the burden o purp ding - BUVided [pre-Code] authority ... removes all
he Code makes no provision for alteringause for wonder that the alleged depar-

proof? Our cases point to an affirmativ . L _
answer. Given its importance to the out(?-he burden on a tax claim, and its silencgire from it should not have been com-

come of cases, we have long held the buiY> that no change was intended. mented on in the legislative history”).
den of proof to be a “substantive” aspect of 11 The trustee makes a different appeal to
a claim. Seeg.g., Director, Office of Work- Code silence in pointing to language in

ers’ Compensation ProgranvsGreenwich The trustee looks for an advantage in thganston Bondholders Protective Convm.
Collieries,512 U.S. 267, 271 (1994pick very silence of the Code, however, firsGreen,329 U.S. 156 (1946), suggesting
v. New York Life Ins. Co359 U.S. 437, by arguing that actual, historical practicehat “allowance” of claims is a federal
446 (1959)Garrett v. Moore-McCormack favored trustees under the Bankruptcy Aghatter. But “allowance” referred to the
Co.,317 U.S. 239, 249 (1942). That is, thef 1898 and various pre-Code revisiongrdering of valid claims when that case
burden of proof is an essential element afp to the current Code’s enactment igvas decided, sei., at 162—163, and
the claim itself; one who asserts a claim i$978. He says that courts operating in th¢anston in fact, concerned distribution of
entitled to the burden of proof that nordays of the Bankruptcy Act, which wasassets, not the validity of claims in the
mally comes with it. silent on the burden to prove the validityirst instance, seén re Highland Super-

. . . of claims, almost uniformly placed thestores, Inc, 154 F.3d 573, 578 (CA6
Tax law is no candidate for exceptlor’burden on those seeking a share of theog): Fahsv. Martin, 224 F.2d 387,

from this general rule, for the very 1‘actb

ankruptcy estate. Because the Code gepg4—395 (CA5 1955). The burden of
tr;géetgeo:l:rzgigxogp;??rt d?gasteosftﬁgwbsr?grally incorporates pre-Code practice in

b pay tthe absence of explicit revision, the argu-

ical the burden rule is, and reflects several Y :
ent goes, and because the Code is Sil€3. seep.g., United States Sampsell224 F.2d 721,

fr? mpelling ratlc:r?ales. thg V't‘f"tl T;elr)elstg ere, we should follow the pre-Code prac722—723 (CA9 1955)in re Avien, Ing. 390 F.
re(\e/egr?:gmsrg?ﬂ(lgnz?sl\jllmlggrlrz IC?e;i(t) 'tice even when this would reverse the buSupp. 1335, 1341—1342 (EDNY 1975), aff'd, 532
) . ; ; ; F.2d 273 (CA2 1976)in re Gorgeous Blouse Co.
Servs. of Central Ark520 U.S. 821, 826 getn |mp03(|=(>d outside bank{_liptcy. This tr:106 F. Supp. 465 (SDNY 1952); see alsore
1557 he payers eader aveess {01 THHES SELSe, FEYLOLST L2y cois s o 1
the relevant information, se@nited ptcy (apparently accepting lower court’s placement of

Statesv. Rexach 482 F.2d 10, 16 (CAL), no longer opposed to the original taxburden of proof on tax authority).

. . ayer, and the choice is no longer merel
cert. denied, 414 U.S. 1039 (1973); an@vhether the tax claim is paid but whethe*: See#-g., In re Uneco, Ing532 F.2d 1204, 1207
the importance of encouraging voluntar)é)ther innocent creditors must share th(CA8 1976); Paschal v. Blieden 127 F.2d 398,
compliance by giving taxpayers incen- 401—402 (CA8 1942)n re Lang Body C092 F.2d

tives to self-report and to keep adequati"<TUPCY estate with the taxing governssg, 341 (CA6 1937), cert. deniedb nom. Hipp.

r rds in £ di ¢ Haited ment. Boyle 303 U.S. 637 (1938)Jnited Statew. Knox-
ecords in case of dispute, seaite o . Powell-Stockton Co83 F.2d 423, 425 (CA9), cert.
Statesv. Bisceglia,420 U.S. 141, 145 We, however, find history less availing tCyenied, 299 U.S. 573 (1936). Some of these cases,

(1975). These are powerful justificationghe trustee than he says. While some prsuch aaschalandLang Body Cq.appear to con-

not to be disregarded lightly. Code cases put the burden of proof ofuse the burden of production (which ceases to be
relevant upon presentation of a trustee’s case) with
the burden of persuasion, under tax statutes that shift

1itjs true that a trustee may have less access to 2. The legislative history indicates that the burden (the entire burden of proof to the taxpayer. Whatever
facts than a taxpayer with personal knowledge, biproof on the issue of establishing claims was left W& Make of their reasoning, these cases do not fol-
the trustee takes custody of the taxpayer’s recorcthe Rules of Bankruptcy Procedure. See S. Rep. NOW the rule whose pedigree petitioner wishes to
see 11 U.S.C. § 521(4), and may have greater acc@5—989, p. 62 (1978); H. R. Rep. No. 95595, pestablish.

to the taxpayer than a creditor. Even if the trustee352 (1977). The Bankruptcy Rules are silent on th

advantage is somewhat less than the original taxpaburden of proof for claims; while Federal Rule of>- Se€g.g., Fioriv. Rothensigs99 F.2d 922 (CA3
er’s, the difference hardly overcomes the compellinBankruptcy Procedure 3004(f) provides that a proc1938)(per curiam)(discussing prima facie value of
justifications for shifting the burden of proof. Theof claim (the name for the proper form for filing atax authority's claim, but failing to discuss burden of
government, of course, is in no better position than claim against a debtor) is “prima facie evidence of thProof); Dickinsonv. Riley, 86 F.2d 385 (CA8 1936)
ever was, and remains without access to sources validity and amount of the claim,” this rule does no(resolving claim without reference to burden of
proof when the taxpayer has not kept sufficient docaddress the burden of proof when a trustee disputePr0of); In re Clayton Magazines, Inc77 F.2d 852
umentation. claim. The Rules thus provide no additional guidance(CA2 1935) (same).




proof rule in question here bears only oden of proof uniformly on all bankruptcy
validity, and as to that th€anstonopin- creditors is not self-evidently justified by
ion specifically states that “[w]hat claimsthe trustee’s invocation of equality. Cer
of creditors are valid and subsisting obligtainly the trustee has not shown that equ
ations ... is to be determined by referenceeatment of all bankruptcy creditors ir
to state law.” 329 U.S., at 161 (footnotgroving debts is more compelling that
omitted). Nor is the trustee helped®ity equal treatment of comparable creditol
of New Yorkv. Saper,336 U.S. 328, 332 in and out of bankruptcy. The latter sort
(1949), which mentions “prov[ing]’ gov- equality can be provided by a bankruptc
ernment claims in the same manner aurt as a matter of course, whereas t
other debts; the reference was to the prerustee’s notion of equality could not be
cedure by which proof of claim was subuniformly observed consistently with
mitted and not to the validity of the claim.other bankruptcy principles. Consider th
While it is true that federal law has generease when tax litigation is pending at th
ally evolved to impose the same procetime the taxpayer files for bankruptcy
dural requirements for claim submissiorThe tax litigation will be subject to an au:
on tax authorities as on other creditordpmatic stay, but the stay can be lifted b
ibid., nothing in that evolution hasthe bankruptcy court for cause, see 1
touched the underlying laws on the eleU.S.C. § 362(d)(1), which could well in-
ments sufficient to prove a valid stateclude, among other things, a lack of goo
claim. faith in attempting to avoid tax proceed
Finally, the trustee argues that the Codénds: or I attempting to favor private

mandated priority enjoyed by taxing au_credltors who might escape the disadva

thorities over other creditors, see 1{age of & priority tax claim under the

. rustee’s proposed rule. See generally
U.S.C. 88 507(a), 503(b)(1)(B), requires .
compensating equality of treatment whe?:o"":Jr on Bankruptcy 11362.07[6](al, pp.

it comes to demonstrating validity 01‘562_101 to 362—102 (rev. 15th ed

. . . : 2000) (noting that bad faith commence
claims. But we think his argument distorts S

e ment of case justifies lifting staynter-
the legitimate powers of a bankruptcy

: nal Revenue Servioe Bachg 166 B. R.
court and begs the question about the relg-11 612 (Bkrtcy. Ct. Md. 1993) (liftin
vant principle of equality. ' Y. -t ' g

automatic stay when bankruptcy filing
Bankruptcy courts do indeed have somas attempt to avoid tax proceedings).
equitable powers to adjust rights betweethe bankruptcy court exercises its discre
creditors. Seee.g.,8510(c) (equitable tion to lift the stay, the burden of proo
subordination). That is, within the limitswill be on the taxpayer in the pre-existin
of the Code, courts may reorder distributax litigation, and a tax liability determi-
tions from the bankruptcy estate, in whol@ation will be final. See 11 U.S.C.
or in part, for the sake of treating legiti-§ 505(a)(2)(A). We see no reason th:
mate claimants to the estate equitably. Bi@ongress would have intended the burde
the scope of a bankruptcy court’'s equief proof (and consequent vindication o
table power must be understood in ththis trustee’s vision of equality) to depen
light of the principle of bankruptcy law on whether tax authorities have initiatel
discussed already, that the validity of @roceedings against a debtor before
claim is generally a function of underly-bankruptcy filing. Thus, the uncertainty
ing substantive law. Bankruptcy courtsand increased complexity that would b
are not authorized in the name of equity tgenerated by the trustee’s position is a
make wholesale substitution of underlyother reason to stick with the simpler rule
ing law controlling the validity of credi- that in the absence of modification ex
tors’ entitlements, but are limited to whatpressed in the Bankruptcy Code the bu
the Bankruptcy Code itself provides. Seden of proof on a tax claim in bankruptc
United Statew. Reorganized CF&l Fab- remains where the substantive tax la
ricators of Utah, Inc.518 U.S. 213, putsiit.

228—229 (1996);United Statesv.

Noland,517 U.S. 535, 543 (1996). The judgment of the Court of Appeals i

affirmed.
Moreover, even on the assumption that i

is so ordered.
bankruptcy court were to have a free
hand, the case for a rule placing the bur-




