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Union Oil Co. v. Commissioner, 101 T. C. 130 (1993)

When an old common parent continues to exist after a reverse acquisition, both the
old and new common parents are agents for the consolidated group for notices of
deficiency for preacquisition years.

Summary

In Union Oil Co. v. Commissioner, the U. S. Tax Court addressed the agency status
of old and new common parents following a reverse acquisition. Union Oil Company
(the old common parent) continued to exist after becoming a subsidiary of Unocal
(the new common parent)  in  a  reverse acquisition.  The IRS issued a notice of
deficiency to Union Oil for preacquisition years, leading Union Oil to challenge the
court’s jurisdiction. The court held that both Union Oil and Unocal could receive
notices of deficiency for preacquisition years, distinguishing this case from Southern
Pacific Co. v. Commissioner, where the old common parent ceased to exist. The
decision clarifies the application of agency rules in reverse acquisitions where the
old common parent remains operational.

Facts

Union Oil Company of California was the common parent of an affiliated group until
April 25, 1983, when it underwent a reverse acquisition. Unocal Corp. , a newly
formed entity, became the new common parent, and Union Oil became its wholly
owned subsidiary. Union Oil continued to operate under California law, retaining its
assets and offices, and conducted business as “d. b. a. Unocal”. In 1990, the IRS
issued a notice of deficiency to Union Oil for tax deficiencies from 1975, 1976, and
1978. Union Oil contested the jurisdiction of the Tax Court, arguing that Unocal, as
the new common parent, should have received the notice.

Procedural History

The IRS issued a notice of deficiency to Union Oil in 1990 for preacquisition years.
Union Oil filed a petition for redetermination, and the parties reached a stipulation
leading to a decision entered by the Tax Court on December 1, 1992. Union Oil then
moved to vacate this decision, arguing that the notice should have been sent to
Unocal. The Tax Court denied the motion to vacate, holding that both Union Oil and
Unocal were agents for the group for preacquisition years.

Issue(s)

1. Whether, after a reverse acquisition where the old common parent continues to
exist, the old common parent remains an agent for the affiliated group for purposes
of receiving notices of deficiency for preacquisition years?

Holding
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1.  Yes,  because  the  old  common  parent  continues  to  exist  after  the  reverse
acquisition, both the old and new common parents are agents for the consolidated
group for purposes of receiving notices of deficiency for preacquisition years.

Court’s Reasoning

The court distinguished this case from Southern Pacific Co. v. Commissioner, where
the old common parent ceased to exist post-acquisition. The court noted that the
consolidated return regulations generally designate the common parent as the agent
for the group. However, the court recognized that when both old and new common
parents exist after a reverse acquisition, both can serve as agents for preacquisition
years  to  avoid  leaving  the  group  without  an  agent.  The  court  emphasized
administrative  simplicity  and  consistency  with  the  regulations’  spirit,  citing
legislative history that expressed concerns about issuing notices to affiliated groups.
The court limited the Southern Pacific holding to cases where the old common
parent no longer exists, thereby allowing dual agency in the Union Oil scenario.

Practical Implications

This decision impacts how notices of deficiency are handled in reverse acquisition
scenarios, particularly when the old common parent continues to operate. It clarifies
that  both  the  old  and  new  common  parents  can  receive  such  notices  for
preacquisition  years,  providing  clarity  and  flexibility  for  tax  practitioners  and
corporations  undergoing  similar  transactions.  This  ruling  may  influence  how
businesses structure reverse acquisitions and how they communicate with the IRS
regarding  preacquisition  tax  liabilities.  It  also  reinforces  the  need  for  clear
communication between old and new common parents to ensure proper handling of
tax matters. Subsequent cases may need to consider this dual agency rule when
assessing jurisdiction and procedural issues in consolidated return contexts.


