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

Western Reserve Oil & Gas Co. , Ltd. v. Commissioner, 98 T. C. 59 (1992)

Bankruptcy  of  a  partnership  does  not  stay  Tax  Court  proceedings  related  to
partnership  items,  as  these  proceedings  ultimately  affect  the  tax  liabilities  of
individual partners, not the partnership itself.

Summary

In Western Reserve Oil & Gas Co. , Ltd. v. Commissioner, the Tax Court held that
the automatic stay in bankruptcy under 11 U. S. C. § 362(a) does not apply to Tax
Court  proceedings involving partnership items when the partnership itself  is  in
bankruptcy. The case involved two limited partnerships in bankruptcy, where the
IRS issued Notices  of  Final  Partnership  Administrative  Adjustment  (FPAA).  The
court found that the petitions filed by the receiver were invalid because he was not
the tax matters partner (TMP), but upheld the validity of the FPAAs and allowed
proceedings  by  5-percent  groups  to  continue.  The  decision  clarifies  that  the
bankruptcy of a partnership does not impede Tax Court proceedings concerning
partnership items, focusing on the individual tax liabilities of the partners.

Facts

Western Reserve Oil & Gas Co. , Ltd. (WROG) and 1983 Western Reserve Oil & Gas
Co. , Ltd. (1983 WROG) were California limited partnerships. Trevor M. Phillips was
the tax matters partner (TMP) until he disappeared in late 1985. Richard G. Shaffer
was appointed receiver pendente lite in February 1986 by a U. S. District Court
order, which allowed him to act as TMP in proceedings before the IRS or other
administrative agencies. Involuntary bankruptcy proceedings were initiated against
the partnerships in May 1986. The IRS issued FPAAs to WROG and 1983 WROG in
March 1987, addressed to Phillips, Shaffer, and generically to the TMP. Shaffer filed
petitions as TMP, which were challenged by the IRS and 5-percent groups of the
partnerships.

Procedural History

The case was assigned to and heard by Special Trial Judge Peter J. Panuthos. The
Tax Court adopted the Special Trial Judge’s opinion. The IRS moved to dismiss
Shaffer’s petitions for lack of jurisdiction, arguing he was not the TMP. The 5-
percent groups also moved to dismiss, arguing the FPAAs were invalid because
there was no acting TMP at the time of issuance. The court dismissed Shaffer’s
petitions but allowed the proceedings initiated by the 5-percent groups to continue.

Issue(s)

1. Whether the automatic stay under 11 U. S. C. § 362(a) applies to Tax Court
proceedings concerning partnership items when the partnership is in bankruptcy.
2. Whether FPAAs issued to a partnership in bankruptcy are valid when no TMP
exists at the time of issuance.
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3. Whether a receiver appointed to act as TMP in administrative proceedings has the
authority to file a petition in Tax Court.

Holding

1. No, because the automatic stay does not apply to Tax Court proceedings involving
partnership items, as these ultimately affect the tax liabilities of individual partners,
not the partnership itself.
2.  Yes,  because  FPAAs  are  valid  if  mailed  to  “Tax  Matters  Partner”  at  the
partnership’s address, even if no TMP exists at the time of mailing.
3. No, because the receiver was not authorized by the District Court order to file a
petition in Tax Court, nor did he meet the statutory requirements to be the TMP.

Court’s Reasoning

The court’s decision was based on the understanding that partnership proceedings
in Tax Court concern the tax liabilities of individual partners, not the partnership
itself. The court cited Liberty National Bank v. Bear and other cases to support the
notion that  a  partnership is  a  separate  entity  for  bankruptcy purposes,  but  its
bankruptcy does not stay proceedings that affect individual partners’ tax liabilities.
The court also referenced American Principals Leasing Corp. v. United States to
clarify that bankruptcy courts lack jurisdiction over the tax liabilities of nondebtor
partners.  Regarding  the  validity  of  FPAAs,  the  court  relied  on  Seneca,  Ltd.  v.
Commissioner, which established that FPAAs are valid if sent to the generic TMP
address. Finally, the court determined that Shaffer, as receiver, lacked the authority
to file a petition in Tax Court because he was not the TMP and the District Court’s
order  did  not  extend  to  judicial  proceedings.  The  court  emphasized  the  clear
statutory requirements for a TMP under § 6231(a)(7).

Practical Implications

This decision clarifies that the bankruptcy of a partnership does not prevent the Tax
Court  from  proceeding  with  cases  involving  partnership  items,  ensuring  that
individual  partners  can  still  challenge  adjustments  to  their  tax  liabilities.
Practitioners  must  be  aware  that  a  receiver  appointed  to  act  as  TMP  in
administrative matters does not have authority to initiate judicial proceedings in Tax
Court. The ruling supports the validity of FPAAs sent to a generic TMP address,
which is crucial for ensuring that partners receive notice and can participate in Tax
Court proceedings. This case has been cited in subsequent cases, such as Tempest
Associates,  Ltd.  v.  Commissioner,  reinforcing  the  principle  that  partnership
bankruptcy  does  not  impede  Tax  Court  proceedings.  For  businesses  and
partnerships, this decision underscores the importance of having a validly appointed
TMP to manage tax matters effectively, especially in the context of bankruptcy.


