Maxwell v. Commissioner, 87 T. C. 783 (1986)

The Tax Court lacks jurisdiction over deficiencies attributable to partnership items
until after the conclusion of a partnership proceeding.

Summary

In Maxwell v. Commissioner, the court addressed the issue of jurisdiction over tax
deficiencies related to partnership items. Larry and Vickey Maxwell, partners in
VIMAS, LTD. , faced deficiencies for the years 1979-1982 due to adjustments in
partnership losses and investment tax credits. The court held that it lacked
jurisdiction over these deficiencies because they were attributable to partnership
items, which must be resolved at the partnership level before individual partner
cases. The decision underscores the separation between partnership and non-
partnership items in tax disputes, impacting how attorneys handle such cases.

Facts

Larry and Vickey Maxwell were partners in VIMAS, LTD. , a limited partnership
formed after September 3, 1982, with more than 10 partners. Larry was the general
and tax matters partner. The IRS initiated an audit of VIMAS’s 1982 partnership
return and subsequently mailed a statutory notice of deficiency to the Maxwells for
1979, 1980, 1981, and 1982, disallowing their distributive shares of VIMAS’s loss
and investment tax credit. The deficiencies for 1979 and 1980 were due to
carrybacks of the disallowed 1982 investment tax credit. The IRS also determined
additions to tax under sections 6659 and 6653(a) related to these adjustments.

Procedural History

The IRS commenced an administrative proceeding to audit VIMAS’s 1982
partnership return and notified Larry Maxwell, the tax matters partner, on February
28, 1985. On April 25, 1985, the IRS mailed a statutory notice of deficiency to the
Maxwells. The Maxwells filed a petition with the Tax Court to challenge the
deficiencies. The IRS moved to strike certain items from the petition, arguing that
the Tax Court lacked jurisdiction over deficiencies attributable to partnership items
without a final partnership administrative adjustment (FPAA).

Issue(s)

1. Whether the partnership audit and litigation provisions of the Internal Revenue
Code apply to VIMAS’s 1982 partnership taxable year.

2. Whether the Maxwells’ distributive shares of VIMAS’s claimed loss and
investment tax credit for 1982 are “partnership items. “

3. Whether the Maxwells’ carryback of the investment tax credit to 1979 and 1980 is
an “affected item. “

4. Whether the addition to tax under section 6659 for 1979, 1980, and 1982 is an
“affected item. “

© 2025 SCOTUSreports.com. All rights reserved. | 1



5. Whether the addition to tax under section 6653(a) to the extent its existence or
amount is determinable by reference to a partnership adjustment is an “affected
item. “

6. Whether the portion of a deficiency attributable to an affected item is a
“deficiency attributable to a partnership item” within the meaning of section
6225(a).

7. Whether the Tax Court has jurisdiction in a partner’s personal tax case over any
portion of a deficiency attributable to a partnership item.

Holding

1. Yes, because the partnership audit and litigation provisions apply to partnership
taxable years beginning after September 3, 1982, and VIMAS's first taxable year
began after that date.

2. Yes, because partnership losses and credits are items required to be taken into
account for the partnership’s taxable year and are more appropriately determined at
the partnership level.

3. Yes, because the carryback’s existence or amount depends on the partnership’s
investment tax credit.

4. Yes, because the addition to tax depends on the proper basis or value of
partnership property, which is a partnership item.

5. Yes, because the addition to tax depends on a finding of negligence in the
partnership’s tax reporting positions.

6. Yes, because a deficiency attributable to an affected item requires a partnership
level determination.

7. No, because the Tax Court lacks jurisdiction over deficiencies attributable to
partnership items until after the conclusion of a partnership proceeding.

Court’s Reasoning

The court’s decision was based on the statutory framework of the partnership audit
and litigation provisions enacted by the Tax Equity and Fiscal Responsibility Act of
1982. These provisions require partnership items to be determined at the
partnership level, separate from non-partnership items. The court applied the rules
of sections 6221-6233, which mandate that partnership items be resolved through a
partnership proceeding before individual partner cases can address related
deficiencies. The court cited the Conference Report, emphasizing Congress’s intent
to separate partnership and non-partnership items to streamline and unify
partnership audits. The court also relied on the definitions of “partnership items”
and “affected items” in section 6231(a), concluding that the items at issue in the
Maxwells’ case were partnership items or affected items, thus falling outside the Tax
Court’s jurisdiction in the personal tax case. The court noted that no FPAA had been
issued, a prerequisite for jurisdiction over partnership actions.

Practical Implications
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The Maxwell decision has significant implications for tax attorneys handling
partnership-related deficiency cases. It clarifies that deficiencies attributable to
partnership items cannot be litigated in a partner’s personal tax case until after the
partnership proceeding concludes. This separation requires attorneys to
strategically plan their representation, potentially filing separate actions for
partnership and non-partnership items. The ruling affects how attorneys advise
clients on tax planning involving partnerships, emphasizing the importance of
understanding the distinct procedural paths for partnership and individual tax
matters. It also impacts IRS practices, requiring them to issue an FPAA before
assessing deficiencies related to partnership items. Subsequent cases have followed
this precedent, reinforcing the separation of partnership and non-partnership items
in tax litigation.

© 2025 SCOTUSreports.com. All rights reserved. | 3



