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Lovell v. Commissioner, 88 T. C. 837 (1987)

A  document  must  clearly  indicate  a  final  determination  of  adjustments  to
partnership returns to qualify  as a Final  Partnership Administrative Adjustment
(FPAA).

Summary

In Lovell v. Commissioner, the Tax Court addressed whether a letter sent by the IRS
to  a  partner  constituted  a  Final  Partnership  Administrative  Adjustment  (FPAA)
under the Internal Revenue Code. The IRS sent letters proposing adjustments to
partnership  returns  for  the  years  1982  and  1983,  along  with  a  settlement
agreement. The court held that these letters did not qualify as a FPAA because they
were merely proposals, not final determinations, and did not satisfy the statutory
requirement for initiating a partnership action. The decision clarified that an FPAA
must unmistakably notify the taxpayer of a final administrative decision regarding
partnership  items,  impacting  how the  IRS  and  taxpayers  approach  partnership
audits and litigation.

Facts

Carl E. and Hazel E. Lovell, Sr. , were partners in Clovis I, a partnership, during the
tax years 1982 and 1983. On August 6, 1986, the IRS mailed letters to the Lovells
proposing adjustments to Clovis I’s returns for these years. Each letter included a
cover letter,  a settlement agreement (Form 870-P),  and a schedule of proposed
adjustments. The letters indicated that the IRS would send an examination report to
the Tax Matters Partner and offered an opportunity for administrative review if a
protest was filed within 60 days.  The Lovells  filed a petition in the Tax Court,
asserting  that  the  letters  constituted  a  FPAA,  which  is  required  to  initiate  a
partnership action.

Procedural History

The Lovells filed a petition in the United States Tax Court challenging the proposed
adjustments. The Commissioner moved to dismiss the case for lack of jurisdiction,
arguing that no FPAA had been issued. The Tax Court was tasked with determining
whether the documents sent by the IRS to the Lovells qualified as a FPAA, a matter
of first impression.

Issue(s)

1. Whether the letters sent by the IRS to the Lovells constituted a Final Partnership
Administrative Adjustment (FPAA) under section 6223(a)(2) of the Internal Revenue
Code.

Holding
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1.  No,  because  the  letters  were  proposals  and  not  a  final  administrative
determination  of  partnership  adjustments.  They  did  not  meet  the  statutory
requirement  for  initiating  a  partnership  action.

Court’s Reasoning

The court reasoned that the FPAA serves a similar function to the statutory notice of
deficiency  in  individual  tax  cases,  providing  notice  of  a  final  administrative
determination. The court applied the principle that no particular form is necessary
for a FPAA, but it must minimally notify the taxpayer of a final determination. The
letters sent to the Lovells were deemed preliminary proposals because they offered
an opportunity for administrative review and did not state a final determination. The
court  compared the letters to a “30-day letter” preceding a statutory notice of
deficiency, which does not constitute a final determination. The court emphasized
that a FPAA must clearly indicate a final decision on partnership adjustments, which
the letters did not do. The court concluded that since no FPAA had been issued, the
petition was filed prematurely, and the court lacked jurisdiction.

Practical Implications

This decision establishes that a document must explicitly state a final determination
to  be  considered  a  FPAA,  affecting  how  the  IRS  communicates  partnership
adjustments. Practitioners must ensure that any document purporting to be an FPAA
clearly indicates finality to avoid jurisdictional issues. This ruling may influence how
partnerships  and  their  representatives  approach  IRS  audits,  ensuring  they
understand the nature of communications from the IRS. The decision also impacts
how  the  Tax  Court  handles  partnership  cases,  requiring  a  clear  FPAA  before
exercising jurisdiction. Subsequent cases, such as Maxwell v. Commissioner, have
cited  Lovell  in  discussing  the  requirements  for  a  valid  FPAA,  reinforcing  its
significance in partnership tax law.


