Schneider Interests, L. P. v. Commissioner of Internal Revenue, 119 T. C.
151 (U. S. Tax Ct. 2002)

In a significant ruling on discovery practices, the U. S. Tax Court issued a protective
order in favor of Schneider Interests, L. P. , against the Commissioner of Internal
Revenue. The court emphasized the importance of informal consultation before
employing formal discovery procedures, highlighting the efficiency and expediency
such methods bring to litigation. The decision reinforces the Tax Court’s
commitment to informal discovery, impacting how future cases may proceed in
terms of evidence gathering and case management.

Parties

Schneider Interests, L. P. (Petitioner), represented by Scott G. Miller, N. Jerold
Cohen, and Thomas A. Cullinan; Commissioner of Internal Revenue (Respondent),
represented by Michael Zima and John J. Comeau.

Facts

The case arose from an audit of Schneider Interests, L. P. ‘s tax year ending
December 31, 1997. The Commissioner prematurely issued a notice of final
partnership administrative adjustment (FPAA) on September 13, 2001, just before
receiving the partnership’s consent to extend the period for issuing the FPAA. The
Petitioner filed a petition with the Tax Court on January 2, 2002. Four months later,
the Respondent sent a ‘Branerton letter’ to the Petitioner, requesting extensive
information and documents. Shortly thereafter, formal discovery requests were
served, prompting the Petitioner to seek a protective order to stay compliance with
these formal discovery requests until informal discovery could be pursued.

Procedural History

The Petitioner filed a petition with the U. S. Tax Court on January 2, 2002, following
the issuance of the FPAA. The Respondent filed an answer on March 7, 2002. On
May 10, 2002, the Respondent sent a Branerton letter, followed by formal discovery
requests on June 14, 2002. The Petitioner then filed a Motion for Protective Order
on July 5, 2002, seeking to stay the formal discovery until informal consultation
could take place. The Court issued an order on July 11, 2002, staying compliance
with the formal discovery pending consideration of the protective order motion. The
Respondent objected to the motion, leading to additional motions by the Petitioner,
including a Motion to Strike and a Motion for Leave to File Reply.

Issue(s)

Whether the Tax Court should issue a protective order to stay formal discovery until
the parties engage in informal discovery as required by Tax Court Rules?

Rule(s) of Law
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The Tax Court Rules of Practice and Procedure, specifically Rule 70(a)(1), emphasize
that parties should attempt to attain the objectives of discovery through informal
consultation or communication before utilizing formal discovery procedures. This is
reinforced by the Tax Court’s precedent in Branerton Corp. v. Commissioner, 61 T.
C. 691 (1974), which states that discovery procedures should be used only after
reasonable informal efforts to obtain information voluntarily have been made.

Holding

The U. S. Tax Court granted the Petitioner’s Motion for a Protective Order, staying
formal discovery until the parties engage in informal discovery, as mandated by Rule
70(a)(1) and supported by the court’s precedent in Branerton.

Reasoning

The court’s decision was based on the principle that informal discovery is essential
to the efficient resolution of cases in the Tax Court. The court cited Rule 70(a)(1),
which requires parties to attempt informal discovery before resorting to formal
procedures. The court emphasized that the Branerton decision established a
precedent for this requirement, highlighting the need for ‘discussion, deliberation,
and an interchange of ideas, thoughts, and opinions between the parties’ before
formal discovery is employed. The court noted that the Respondent’s actions in
serving formal discovery without attempting informal consultation were inconsistent
with these principles. Furthermore, the court observed that informal discovery could
have allowed the Respondent to complete the administrative investigation that was
cut short by the premature issuance of the FPAA. The court rejected the
Respondent’s argument that the case’s designation as a potential test case justified
bypassing informal discovery, asserting that the purpose of discovery in the Tax
Court is to ascertain facts relevant to the issues before the court, not to assist in
developing test cases.

Disposition

The Tax Court issued a protective order, directing the parties to participate in
informal conferences for the next 90 days to develop stipulated facts for the
litigation. After this period, if issues remained unresolved, the parties could then
resort to formal discovery. The court denied the Petitioner’s Motion for Leave to File
a Reply and Motion to Strike as moot or unnecessary.

Significance/Impact

This decision reinforces the Tax Court’s commitment to the use of informal
discovery as a means to efficiently resolve tax disputes. It underscores the
importance of cooperation between parties and the court’s expectation that litigants
will adhere to the principles set forth in the court’s rules and precedents. The ruling
may influence future cases by encouraging parties to engage in informal discovery
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before resorting to formal procedures, potentially reducing the time and resources
required for litigation in the Tax Court. Additionally, the decision highlights the
court’s role in managing the discovery process to ensure fairness and efficiency,
even in cases designated as potential test cases by the Commissioner.
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