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New Millennium Trading, L. L. C. v. Commissioner, 131 T. C. 275 (2008)

In New Millennium Trading, L. L. C. v. Commissioner, the U. S. Tax Court upheld
the validity of a regulation preventing partners from asserting partner-level defenses
during partnership-level proceedings under TEFRA. The case involved a challenge to
penalties assessed on partnership transactions, affirming that such defenses must
be  raised  in  a  subsequent  refund  action,  not  during  the  initial  partnership
proceeding.  This  decision  clarifies  the  procedural  limits  on  challenging  tax
adjustments under TEFRA, impacting how partnerships and their partners navigate
tax disputes.

Parties

New Millennium Trading, L. L. C. (Petitioner) and AJF-1, L. L. C. , as Tax Matters
Partner,  challenged  the  determinations  made  by  the  Commissioner  of  Internal
Revenue (Respondent) in a notice of final partnership administrative adjustment
(FPAA).

Facts

Andrew Filipowski established the AJF-1 Trust in May 1999, with himself as the
grantor, cotrustee, and sole beneficiary. In July 1999, AJF-1, L. L. C. was formed,
with  the  trust  as  its  sole  member.  In  August  1999,  AJF-1  entered  into  two
transactions with AIG International: purchasing a European-style call option on the
euro for $120 million and selling a similar option for $118. 8 million, resulting in a
net premium payment of $1. 2 million. New Millennium Trading, L. L. C. was formed
in August 1999, and in September 1999, AJF-1 joined New Millennium, contributing
$600,000 and transferring its  euro options to the partnership.  New Millennium
valued AJF-1’s contribution at $1,772,417. AJF-1 withdrew from New Millennium in
December 1999, receiving a distribution of 617,664 euros and 21,454 shares of
Xerox Corp. stock, valued at $1,068,388. 40, which AJF-1 subsequently sold. The
Commissioner issued an FPAA in September 2005, disallowing New Millennium’s
claimed operating loss and other deductions, decreasing capital contributions and
distributions to zero, and asserting that penalties under section 6662 of the Internal
Revenue Code applied. The FPAA also determined that New Millennium was not a
valid partnership, lacked economic substance, and was formed for tax avoidance
purposes.

Procedural History

New Millennium filed a petition with the U. S. Tax Court on February 16, 2006,
challenging the FPAA determinations. On February 6, 2008, New Millennium moved
for partial summary judgment, seeking a declaration that section 301. 6221-1T(c)
and (d) of the Temporary Procedure and Administration Regulations was invalid or,
if valid, inapplicable to the case. The Tax Court denied this motion on December 22,
2008, upholding the regulation’s validity and applicability.
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Issue(s)

Whether  section  301.  6221-1T(c)  and  (d)  of  the  Temporary  Procedure  and
Administration Regulations is valid under the Internal Revenue Code?

Whether section 301. 6221-1T(c) and (d) applies to prevent New Millennium and its
partners  from  asserting  partner-level  defenses  during  the  partnership-level
proceeding?

Rule(s) of Law

Under the Tax Equity and Fiscal Responsibility Act of 1982 (TEFRA), partnership
items are determined in a single partnership-level proceeding, and penalties related
to adjustments of partnership items are also determined at this level. Section 6221
of the Internal Revenue Code provides that the tax treatment of any partnership
item, including the applicability of any penalty, is determined at the partnership
level.  Section  6230(c)(4)  allows  partners  to  assert  partner-level  defenses  in  a
subsequent refund action following the partnership-level determination.

Section 301. 6221-1T(c) and (d) of the Temporary Procedure and Administration
Regulations specify that penalties related to partnership items are determined at the
partnership level, and partner-level defenses may not be asserted in the partnership-
level proceeding but can be raised in a separate refund action following assessment
and payment.

Holding

The U. S. Tax Court held that section 301. 6221-1T(c) and (d) of the Temporary
Procedure and Administration Regulations is valid and applies to the instant case,
preventing New Millennium and its partners from asserting partner-level defenses
during the partnership-level proceeding.

Reasoning

The Court reasoned that the statutory scheme under TEFRA, specifically sections
6221 and 6230(c)(4),  clearly  provides for  the determination of  penalties  at  the
partnership level and allows partner-level defenses to be raised only in a subsequent
refund  action.  The  regulation  at  issue,  section  301.  6221-1T(c)  and  (d),  is  a
permissible interpretation of this statutory framework, as it aligns with Congress’s
intent  to  streamline  partnership  proceedings  while  still  providing  partners  an
opportunity to assert personal defenses in a refund action. The Court rejected the
petitioner’s arguments that the regulation exceeded the Secretary’s authority or
conflicted with the statutory scheme, emphasizing that the regulation does not strip
the Court of jurisdiction but merely clarifies the procedural timing for asserting
partner-level defenses. The Court also considered prior cases, such as Jade Trading,
L. L. C. v. United States and Stobie Creek Investments, L. L. C. v. United States,
which supported the application of the regulation to similar transactions. The Court
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concluded that the regulation’s validity and applicability were consistent with the
legislative history and statutory intent of TEFRA.

Disposition

The  Court  denied  New  Millennium’s  motion  for  partial  summary  judgment,
upholding the validity and applicability of section 301. 6221-1T(c) and (d) of the
Temporary Procedure and Administration Regulations.

Significance/Impact

The  New  Millennium  Trading,  L.  L.  C.  v.  Commissioner  decision  significantly
impacts the procedural framework for challenging tax adjustments under TEFRA. By
affirming the validity and applicability of the regulation, the Court clarified that
partners must raise partner-level defenses in a subsequent refund action rather than
during the initial partnership-level proceeding. This ruling reinforces the efficiency
of TEFRA proceedings by limiting the scope of issues that can be addressed at the
partnership level, thereby streamlining the audit and litigation process. The decision
also underscores the importance of understanding the procedural limitations under
TEFRA,  as  it  affects  how  partnerships  and  their  partners  can  challenge  tax
assessments and penalties. Subsequent courts have cited this case in upholding the
regulation’s  application  to  other  partnership  proceedings,  further  solidifying  its
doctrinal importance in tax law.


