Corelli v. Commissioner, 66 T. C. 220 (1976)

Private ruling letters are not privileged and are discoverable if relevant to the
subject matter in tax proceedings.

Summary

In Corelli v. Commissioner, the U. S. Tax Court ruled that private ruling letters
issued by the IRS are not privileged and are discoverable if relevant to the case. The
case involved Franco Corelli, who sought to use a private ruling letter to challenge
the IRS’s assertion of negligence penalties for unreported income from the
Metropolitan Opera. The court determined that the ruling letter was relevant to the
negligence penalty issue and thus discoverable, emphasizing the importance of such
letters in assessing a taxpayer’s good faith reliance on IRS guidance.

Facts

Franco Corelli, a performer, entered into contractual arrangements with Interart
Establishment and Gorlinsky Promotions, which facilitated his performances at the
Metropolitan Opera. The IRS issued a private ruling letter to a third party, which
held that fees paid to Gorlinsky were not taxable in the U. S. Corelli did not report
certain compensation as income, leading the IRS to assert negligence penalties
against him for the taxable years 1967 and 1970. Corelli sought to compel the
production of the ruling letter and related documents, arguing they were relevant to
his defense against the negligence penalties.

Procedural History

Corelli filed a Request for Admissions and a Motion to Compel Production of
Documents under the Tax Court’s Rules of Practice and Procedure. The
Commissioner objected, claiming the ruling letter was privileged and irrelevant.
After a hearing, the Tax Court ruled that the private ruling letter was not privileged
and was relevant to the issue of negligence penalties, thus ordering the
Commissioner to produce the requested documents.

Issue(s)

1. Whether private ruling letters are privileged under the Tax Court’s rules.
2. Whether the private ruling letter and related documents are relevant and
discoverable in this case.

Holding

1. No, because the Tax Court held in Bernard E. Teichgraeber that private ruling
letters are not privileged.

2. Yes, because the ruling letter was relevant to the issue of negligence penalties, as
it could show Corelli’s good faith reliance on IRS guidance.
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Court’s Reasoning

The Tax Court reasoned that private ruling letters are not privileged, citing its
decision in Teichgraeber. The court also determined that the ruling letter was
relevant to the case because it could demonstrate Corelli’s good faith reliance on
IRS guidance, which is a defense against the negligence penalty. The court noted
that while reliance on a published ruling can preclude negligence findings, it left
open whether the same would apply to private rulings. However, it held that the
relevance of the ruling to the negligence issue made it discoverable under Rules
72(b) and 90 of the Tax Court’s Rules of Practice and Procedure. The court also
clarified that Rule 90(c) does not allow relevancy to be used as a basis for refusing
to admit or deny requests for admissions.

Practical Implications

This decision emphasizes the importance of private ruling letters in tax litigation,
particularly in cases involving negligence penalties. Practitioners should be aware
that such letters are not privileged and may be discoverable if relevant to the case.
This ruling encourages transparency in tax proceedings and may influence how
taxpayers and their attorneys approach the defense against negligence penalties by
potentially relying on private rulings as evidence of good faith. It also underscores
the need for careful consideration of the relevance of all documents in discovery
requests. Subsequent cases have continued to apply this principle, reinforcing the
discoverability of relevant IRS documents in tax disputes.
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