Rink v. Commissioner, 100 T. C. 319 (1993)

A closing agreement between the IRS and a taxpayer is interpreted using ordinary
contract principles, with ambiguity resolved against the party who drafted the
ambiguous language.

Summary

Thomas C. Rink, an experienced tax attorney, purchased lawn service trucks and
claimed depreciation deductions based on a zero salvage value. The IRS disagreed,
asserting the trucks had substantial salvage value. After negotiations, Rink entered
into a closing agreement with the IRS, which allowed for depreciation deductions for
1980 and 1981 but disallowed them for subsequent years unless a new lease was
renegotiated. Rink claimed a 1986 depreciation deduction based on a lease executed
in 1986, before the closing agreement. The Tax Court held that the closing
agreement was prospective and did not allow for the 1986 deduction, as the lease in
question was executed prior to the agreement. Additionally, the court found the
1986 lease lacked substance for tax purposes.

Facts

Thomas C. Rink, an experienced tax attorney, purchased three lawn service trucks
from Moore, Owen, Thomas & Co. (Moore) in 1980, which were subject to a lease
with Chemlawn Corp. Rink claimed full depreciation deductions for 1980-1983 based
on a zero salvage value estimate. The IRS challenged these deductions, asserting the
trucks had substantial salvage value. In 1986, Rink negotiated a settlement with the
IRS, resulting in a closing agreement executed in October 1987. This agreement
allowed Rink depreciation deductions for 1980 and 1981 but disallowed them for
subsequent years unless a new lease was renegotiated. Rink executed a lease with
Moore in December 1986, which he claimed justified a 1986 depreciation deduction.
However, this lease was never implemented, and a new lease was executed in 1988.

Procedural History

The IRS issued statutory notices of deficiency for Rink’s 1985 and 1986 tax years.
Rink filed a petition with the U. S. Tax Court challenging the IRS’s determination.
The Tax Court reviewed the closing agreement and the circumstances surrounding
its execution, ultimately ruling in favor of the IRS and disallowing Rink’s 1986
depreciation deduction.

Issue(s)

1. Whether the closing agreement executed in October 1987 allowed Rink to claim a
depreciation deduction for 1986 based on a lease executed in December 19867?
2. Whether the 1986 lease between Rink and Moore had substance for tax purposes?

Holding
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1. No, because the closing agreement was prospective and did not contemplate a
lease executed prior to its execution.

2. No, because the 1986 lease lacked substance and was designed solely for tax
benefits.

Court’s Reasoning

The Tax Court interpreted the closing agreement using ordinary contract principles,
finding the language clear and unambiguous. The court noted that the agreement’s
use of “if,” “then,” and “at that time” indicated prospectivity, meaning the
renegotiation of a lease had to occur after the agreement’s execution. Even if the
agreement were ambiguous, Rink knew the IRS’s interpretation but did not disclose
his own differing view, which under contract law principles favored the IRS’s
interpretation. The court also found that the 1986 lease lacked substance, as it was
never implemented and was designed solely for tax benefits. The court cited Ronnen
v. Commissioner and Gefen v. Commissioner to support the principle that
transactions without economic substance are disregarded for tax purposes.

Practical Implications

This decision emphasizes the importance of clear language in closing agreements
with the IRS. Taxpayers and their attorneys must ensure that all relevant
information is disclosed during negotiations to avoid unfavorable interpretations.
The ruling also underscores the need for transactions to have economic substance
beyond tax benefits to be recognized for tax purposes. Practitioners should advise
clients to carefully review and understand the terms of closing agreements and to
consider the timing and substance of related transactions. Subsequent cases
involving closing agreements may reference Rink v. Commissioner when addressing
issues of ambiguity and the economic substance of transactions.
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