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Vulcan Oil Technology Partners v. Commissioner, 110 T.C. 153 (1998)

Under  the Tax Equity  and Fiscal  Responsibility  Act  of  1982 (TEFRA),  partners
seeking  consistent  settlement  terms  in  partnership-level  tax  proceedings  must
strictly adhere to statutory and regulatory deadlines, and the IRS has no obligation
to offer settlements beyond those deadlines or across different partnerships.

Summary

Investors in Elektra Hemisphere tax shelters sought to set aside previously agreed-
upon settlements with the IRS or compel the IRS to offer them more favorable
settlement  terms  that  were  available  to  other  investors  in  earlier  years.  The
investors  argued  they  were  unaware  of  these  earlier,  more  favorable  “cash
settlements” when they agreed to “no-cash settlements” and that the IRS had a
continuing duty to offer consistent settlements. The Tax Court denied the investors’
motions, holding that their requests for consistent settlements were untimely under
TEFRA regulations and that the IRS had no obligation to offer settlements beyond
established deadlines  or  across  different  partnerships.  The court  also  found no
evidence of fraud or misrepresentation by the IRS.

Facts

The case involved investors in Denver-based limited partnerships related to the
Elektra  Hemisphere  tax  shelters.  The  IRS  conducted  TEFRA  partnership
proceedings for the 1983, 1984, and 1985 tax years. Initially, in 1986-1988, the IRS
offered  “cash  settlements”  allowing  deductions  for  cash  invested.  Later,  after
adverse court decisions in test cases like Krause v. Commissioner, the IRS offered
less favorable “no-cash settlements” (no deductions allowed). Most investors in this
case entered into no-cash settlements in 1994 and later. Some investors who had
settled and others who had not, moved to participate late in the TEFRA proceedings,
set aside their settlements, and compel “cash settlements.” They argued they were
unaware of the earlier cash settlements and should be offered consistent terms.

Procedural History

The investors  filed motions in  the consolidated TEFRA partnership proceedings
before the United States Tax Court. These motions sought leave to file untimely
notices of election to participate, to set aside existing settlement agreements, and to
compel the IRS to offer settlement terms consistent with earlier, more favorable
settlements.

Issue(s)

Whether the Tax Court should grant movants leave to file untimely notices of1.
election to participate in the consolidated TEFRA partnership proceedings.
Whether the Tax Court should set aside settlement agreements entered into by2.
most movants.
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Whether the Tax Court should require the IRS to enter into settlement3.
agreements with movants consistent with settlement terms offered to other
investors in earlier years.

Holding

No, because the movants failed to comply with the statutory and regulatory1.
deadlines for electing to participate in consistent settlements under TEFRA.
No, because the movants failed to demonstrate fraud, malfeasance, or2.
misrepresentation by the IRS that would justify setting aside valid settlement
agreements.
No, because the IRS has no continuing duty under TEFRA to offer the most3.
favorable settlement terms indefinitely or to offer consistent settlements
across different partnerships or tax years.

Court’s Reasoning

The  court  emphasized  the  statutory  and  regulatory  framework  of  TEFRA,
particularly 26 U.S.C. § 6224(c)(2) and Treas. Reg. § 301.6224(c)-3T, which establish
strict  deadlines for  requesting consistent  settlements.  The court  found that  the
movants’ requests were significantly untimely, years after both the issuance of Final
Partnership Administrative Adjustments (FPAAs) and the finalization of earlier cash
settlements. The court stated, “Since movants’ requests for consistent settlements
pertaining to 1983 and 1984 were made by movants in 1995, they are untimely by
approximately 6 years.”

The court rejected the argument that the IRS had a duty to notify each partner of
settlement terms, clarifying that under TEFRA, this responsibility rests with the Tax
Matters Partner (TMP). Quoting 26 U.S.C. § 6230(f), the court noted, “failure of the
TMP to  provide  notice… would  not  affect  the  applicability  of  any  partnership
proceeding or adjustment to such partner.”

Regarding the claim of fraud or misrepresentation, the court found no credible
evidence to support the allegations that the IRS intentionally misled investors or
concealed the availability of earlier cash settlements. The court stated, “There is no
evidence  herein  that  would  support  a  finding  of  fraud,  malfeasance,  or
misrepresentations  of  fact  on  respondent’s  behalf…”.

The court  also  clarified that  the consistent  settlement  rules  under 26 U.S.C.  §
6224(c)(2) apply to partners within the same partnership and for the same tax year,
not across different partnerships or years. Quoting Boyd v. Commissioner, the court
affirmed that “There is no provision in the Code requiring… respondent to settle
the… B partnership under the same settlement terms that were negotiated for the…
A partnership, a separate and distinct partnership.”

Practical Implications

https://www.law.cornell.edu/topn/tax_equity_and_fiscal_responsibility_act_of_1982
https://www.law.cornell.edu/cfr/text/26/301.6224(c)-3T
https://www.law.cornell.edu/topn/tax_equity_and_fiscal_responsibility_act_of_1982
https://www.law.cornell.edu/topn/tax_equity_and_fiscal_responsibility_act_of_1982
https://www.law.cornell.edu/topn/tax_equity_and_fiscal_responsibility_act_of_1982
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Vulcan Oil Technology Partners reinforces the critical importance of adhering to
TEFRA’s  strict  deadlines  for  electing  consistent  settlements  in  partnership  tax
proceedings. It clarifies that the IRS is not obligated to offer consistent settlements
indefinitely or across different partnerships, even within related tax shelter projects.
Legal practitioners must advise partners in TEFRA proceedings to be vigilant about
deadlines and to actively seek information about settlement opportunities, as the
onus is not on the IRS to provide individualized notice. This case highlights that
investors  who  delay  seeking  consistent  settlements  or  who  misjudge  litigation
strategy bear the risk of less favorable outcomes and cannot retroactively claim
parity with earlier settlement terms once deadlines have passed and adverse legal
precedents emerge.


