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GAF Corp. v. Commissioner, 114 T. C. 519, 2000 U. S. Tax Ct. LEXIS 39, 114
T. C. No. 33 (2000)

A notice of deficiency for affected items in a TEFRA partnership case is invalid if
issued before the completion of the related partnership-level proceedings.

Summary

GAF Corporation challenged the IRS’s notice of deficiency for tax years 1987, 1990,
arguing it was invalid because it was based on affected items related to partnership-
level proceedings that had not been completed. The Tax Court agreed, dismissing
the  case  for  lack  of  jurisdiction.  This  decision  reinforces  that  under  TEFRA,
partnership items must be resolved at the partnership level before affected items
can  be  addressed  at  the  partner  level,  ensuring  consistency  and  fairness  in
partnership tax assessments.

Facts

GAF Corporation, the parent of an affiliated group, received a notice of deficiency
from the IRS for tax deficiencies in 1987 and 1990. These deficiencies were based
on affected items stemming from transactions involving GAF Chemicals Corp. and
Alkaril Chemicals, Inc. , which were members of the group. The transactions were
related to a transfer of assets to Rhone-Poulenc Surfactants and Specialties, L. P. , a
partnership. The IRS’s adjustments were based on the premise that the transfer was
a sale rather than a contribution to the partnership, which would impact the tax
liabilities of the affiliated group.

Procedural History

The IRS issued a notice of deficiency to GAF Corporation on September 12, 1997.
GAF filed a petition with the U. S. Tax Court on December 9, 1997, challenging the
notice’s validity. The Tax Court reviewed the case and issued an opinion on June 29,
2000, granting GAF’s motion for summary judgment and dismissing the case for lack
of jurisdiction due to the invalid notice of deficiency.

Issue(s)

1. Whether the Tax Court has jurisdiction over a notice of deficiency that is based
solely on affected items when the related partnership-level proceedings have not
been completed.

Holding

1. No, because the notice of deficiency is invalid if issued before the completion of
the related partnership-level proceedings, as per the TEFRA partnership provisions.

Court’s Reasoning
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The Tax Court  relied on the statutory framework established by TEFRA, which
mandates that partnership items be determined at the partnership level before any
partner-level  proceedings involving affected items can proceed.  The court  cited
previous cases like Maxwell v. Commissioner, which established that a notice of
deficiency  for  affected  items  issued  before  the  completion  of  partnership
proceedings is invalid. The court rejected the IRS’s argument that the issuance of a
Final Partnership Administrative Adjustment (FPAA) before the notice of deficiency
provided jurisdiction, emphasizing that affected items could not be adjudicated until
the  partnership  items  were  resolved.  The  court  also  noted  that  this  approach
ensured the orderly and fair resolution of tax disputes involving partnerships.

Practical Implications

This decision clarifies that in TEFRA partnership cases, the IRS must wait until
partnership-level proceedings are complete before issuing a notice of deficiency for
affected  items.  This  ruling  impacts  how  tax  practitioners  and  the  IRS  handle
partnership audits, requiring careful coordination between partnership and partner-
level proceedings. It may lead to delays in assessing deficiencies but ensures that
partnership items are uniformly resolved,  preventing inconsistent  tax  treatment
among partners. Subsequent cases have followed this precedent, reinforcing the
importance of adhering to TEFRA’s procedural requirements.


