Adler v. Commissioner, 113 T. C. 339 (1999)

A Tax Matters Partner’s authority to extend the statute of limitations remains valid
during a criminal investigation unless the IRS notifies the partner in writing that
their partnership items will be treated as nonpartnership items.

Summary

In Adler v. Commissioner, the court addressed whether Walter J. Hoyt III, as Tax
Matters Partner (TMP) for several partnerships, validly extended the statute of
limitations during his criminal investigations. The IRS had not issued written
notification under section 301. 6231(c)-5T, Temporary Proced. & Admin. Regs. ,
converting Hoyt’'s partnership items to nonpartnership items. The court upheld the
validity of the extensions, finding no conflict of interest that would necessitate
Hoyt’s removal as TMP. The ruling reinforces the procedural requirements for
handling TMP duties during criminal investigations and impacts how similar cases
are analyzed, emphasizing the necessity of formal IRS action to alter a TMP’s status.

Facts

Petitioners were limited partners in the Hoyt partnerships, including Shorthorn
Genetic Engineering 1983-2, Durham Shorthorn Breed Syndicate 1987-E, and
Timeshare Breeding Service Joint Venture. Walter J. Hoyt III, the partnerships’
general partner, was designated as TMP. Hoyt executed extensions of the statute of
limitations for the partnerships’ taxable years. During this period, Hoyt was under
criminal tax investigation by the IRS. No written notice was issued by the IRS to
Hoyt converting his partnership items to nonpartnership items under section 301.
6231(c)-5T, Temporary Proced. & Admin. Regs.

Procedural History

The IRS issued notices of deficiency to the petitioners, which they contested in the
Tax Court. The case was assigned to a Special Trial Judge, whose opinion the court
adopted. The central issue was whether the statute of limitations had expired before
the issuance of the Final Partnership Administrative Adjustments (FPAAs). The court
analyzed the validity of Hoyt’'s extensions in light of his criminal investigations.

Issue(s)

1. Whether section 301. 6231(c)-5T, Temporary Proced. & Admin. Regs. , is valid in
requiring written notification to convert a partner’s items to nonpartnership items
during a criminal investigation.

2. Whether Hoyt’s status as TMP was validly terminated due to his criminal
investigations, thereby invalidating his extensions of the statute of limitations.

3. Whether the IRS abused its discretion by not issuing written notification to Hoyt
during his criminal investigations.
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Holding

1. Yes, because the regulation is consistent with the statutory language of section
6231(c) and provides necessary procedural clarity.

2. No, because Hoyt remained TMP until he received written notification from the
IRS that his items would be treated as nonpartnership items, and no disabling
conflict of interest existed.

3. No, because the petitioners failed to show that the IRS’s decision not to issue
written notification was arbitrary or unreasonable under the circumstances.

Court’s Reasoning

The court applied the rules under section 6231(c) and the associated regulations,
emphasizing that Hoyt’s partnership items remained as such absent written
notification from the IRS. The court rejected the petitioners’ argument that Hoyt’s
criminal investigation automatically terminated his TMP status, citing the
regulation’s requirement for dual notices. The court distinguished the case from
Transpac Drilling Venture 1982-12 v. Commissioner, noting the absence of evidence
of a disabling conflict of interest affecting Hoyt’s fiduciary duties. The court also
found no abuse of discretion by the IRS, as no formal criteria existed for issuing
such notifications, and the decision was based on the specific facts of the case. The
court referenced prior rulings in In re Leland and In re Miller to support its
interpretation of the regulation’s validity.

Practical Implications

This decision clarifies that a TMP’s authority to extend the statute of limitations
remains intact during criminal investigations unless the IRS takes formal action to
convert partnership items to nonpartnership items. Legal practitioners must ensure
that any challenge to a TMP’s actions during criminal investigations is supported by
evidence of a clear conflict of interest or formal IRS notification. The ruling impacts
how tax professionals advise clients involved in partnerships, emphasizing the need
for careful monitoring of TMP designations and IRS communications. Businesses
involved in partnerships should be aware of the procedural steps required to
challenge TMP actions. Subsequent cases, such as Olcsvary v. United States, have
applied this ruling, reinforcing the importance of formal IRS procedures in altering a
TMP’s status.
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