Kligfeld Holdings, Kligfeld Corporation, Tax Matters Partner v.
Commissioner of Internal Revenue, 128 T. C. 192 (2007)

In Kligfeld Holdings v. Commissioner, the U. S. Tax Court ruled that the IRS can
issue a Final Partnership Administrative Adjustment (FPAA) for a partnership’s tax
year beyond the general three-year statute of limitations if it relates to an affected
item on a partner’s later tax return. This decision, rooted in the Tax Equity and
Fiscal Responsibility Act (TEFRA), clarifies the IRS’s authority to adjust partnership
items when linked to subsequent tax assessments, significantly impacting
partnership tax planning and IRS enforcement strategies.

Parties

Kligfeld Holdings and Kligfeld Corporation, as the Tax Matters Partner (TMP), were
the petitioners. The respondent was the Commissioner of Internal Revenue. The
case originated in the U. S. Tax Court.

Facts

Marnin Kligfeld contributed Inktomi Corporation stock to Kligfeld Holdings 1 in
1999. The stock was transferred among partnerships, theoretically increasing its
basis. Most of the stock was sold in 1999, and the remaining was distributed in
2000. Kligfeld reported the sale on his 2000 tax return. The Commissioner
challenged the reported basis, issuing a notice of deficiency for Kligfeld’s 2000 tax
year and an FPAA for the partnership’s 1999 tax year, despite the three-year statute
of limitations having expired for the 1999 tax year. Kligfeld Holdings moved for
summary judgment, arguing the FPAA was untimely.

Procedural History

The Commissioner issued a notice of deficiency to Kligfeld for his 2000 tax year and
an FPAA to Kligfeld Holdings for its 1999 tax year in September 2004. Kligfeld
Holdings timely filed a petition to the U. S. Tax Court, contesting the FPAA and
seeking summary judgment, asserting that the FPAA was issued beyond the statute
of limitations. The Commissioner argued that the FPAA was valid because it related
to affected items on Kligfeld’s 2000 return.

Issue(s)

Whether the Commissioner can issue an FPAA for a partnership’s tax year more
than three years after the partnership filed its return when the adjustment relates to
an affected item on a partner’s later tax return?

Rule(s) of Law

Under the Tax Equity and Fiscal Responsibility Act (TEFRA), specifically section
6231(a)(3), partnership items are to be determined at the partnership level. Section
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6229 sets a minimum three-year period for assessing any tax attributable to
partnership items but does not impose a maximum time limit for issuing an FPAA.

Holding

The U. S. Tax Court held that the Commissioner could issue an FPAA for Kligfeld
Holdings’ 1999 tax year more than three years after the partnership filed its return
because the adjustment was necessary to determine a deficiency for Kligfeld's 2000
tax year, which included affected items.

Reasoning

The court’s reasoning focused on the interpretation of section 6229 and TEFRA’s
provisions. The court noted that section 6229(a) establishes a minimum three-year
period for assessments but does not limit the time for adjustments. The court
rejected Kligfeld’s argument that there must be a “matching” of taxable years
between the partnership and the partner, finding no such requirement in the
statute. The court also considered policy arguments, noting that allowing
adjustments beyond the three-year limit when related to later partner returns aligns
with TEFRA’s goal of consistent treatment of partnership items. The court addressed
potential constitutional issues but found them unnecessary to decide, as Kligfeld
Holdings had a TMP with standing to challenge the FPAA. The court’s analysis relied
on its prior decision in Rhone-Poulenc Surfactants & Specialties, L. P. v.
Commissioner, <span normalizedcite="114 T. C. 533“>114 T. C. 533 (2000), which
established that section 6229(a) sets a minimum, not a maximum, period for
adjustments.

Disposition

The court denied Kligfeld Holdings’ motion for summary judgment, allowing the
Commissioner to proceed with the FPAA issued for the partnership’s 1999 tax year.

Significance/Impact

The decision in Kligfeld Holdings significantly impacts partnership tax law by
clarifying that the IRS can issue FPAAs beyond the three-year statute of limitations
when necessary to address affected items on a partner’s later return. This ruling
reinforces the IRS’s ability to enforce tax laws against complex tax shelters like the
Son-of-BOSS strategy used by Kligfeld. The decision has been cited in subsequent
cases, shaping the application of TEFRA and the statute of limitations in partnership
taxation. It underscores the importance of understanding the interplay between
partnership and individual tax returns and the need for careful tax planning to
navigate the extended reach of IRS adjustments.
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