Thompson v. Commissioner, 137 T. C. 1 (2011)

In Thompson v. Commissioner, the U. S. Tax Court dismissed a case for lack of
jurisdiction under the Tax Equity and Fiscal Responsibility Act (TEFRA). The court
ruled that computational adjustments related to partnership items, which do not
require partner-level determinations, cannot trigger deficiency procedures. This
decision clarifies the jurisdictional boundaries of TEFRA proceedings, emphasizing
the direct assessment of such adjustments without the need for a statutory notice of
deficiency, thus impacting how tax disputes involving partnerships are litigated.

Parties

Randall J. Thompson and his wife, as petitioners, initiated this case against the
Commissioner of Internal Revenue, as respondent, in the U. S. Tax Court. The case
was reviewed and decided at the partnership level, with the tax matters partner
representing RJT Investments X, LLC.

Facts

Randall J. Thompson engaged in a Son-of-BOSS (BOSS) market linked deposit
transaction in 2001, aiming to offset approximately $21,500,000 in capital gains. He
formed RJT Investments X, LLC (RJT) to facilitate this transaction. RJT allocated all
partnership items to Thompson for its tax year ending December 31, 2001. The
Commissioner issued a Final Partnership Administrative Adjustment (FPAA) to RJT
on March 21, 2005, disallowing deductions, losses, and imposing an accuracy-
related penalty under I. R. C. § 6662. Thompson, as the tax matters partner,
challenged the FPAA in a partnership-level proceeding, which resulted in a decision
on June 6, 2006, affirmed by the Eighth Circuit on August 22, 2007. The
Commissioner issued a notice of deficiency to Thompson on September 22, 2008, for
the 2001 tax year, and subsequently assessed the deficiency and penalty on
September 23, 2008. Thompson filed a petition with the Tax Court on December 19,
2008, challenging the notice of deficiency.

Procedural History

Following the issuance of the FPAA to R]JT, Thompson filed a petition in the Tax
Court challenging the adjustments. The partnership-level proceeding concluded with
a decision entered on June 6, 2006, affirmed by the Eighth Circuit on August 22,
2007. On September 22, 2008, the Commissioner issued a notice of deficiency to
Thompson for the 2001 tax year, determining a deficiency in federal income tax and
an addition to tax under I. R. C. § 6662(h). Thompson filed a timely petition with the
Tax Court on December 19, 2008. On December 2, 2009, the Commissioner filed a
motion to dismiss for lack of jurisdiction, which the Tax Court granted on July 26,
2011, after considering the arguments and stipulations of the parties.

Issue(s)
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Whether the Tax Court has jurisdiction over an income tax deficiency and accuracy-
related penalty determined in an affected items notice of deficiency, when the
adjustments do not require partner-level determinations?

Rule(s) of Law

Under I. R. C. § 6230(a)(1), computational adjustments related to partnership items
can be directly assessed without the issuance of a notice of deficiency. I. R. C. §
6230(a)(2)(A) specifies that deficiency procedures apply only to deficiencies
attributable to affected items that require partner-level determinations. The term
“computational adjustment” is defined in I. R. C. § 6231(a)(6) as an adjustment that
“properly reflects” the treatment of partnership items. The Tax Court’s jurisdiction
is limited by these statutory provisions, which mandate direct assessment of
computational adjustments without deficiency procedures when no partner-level
determinations are needed.

Holding

The Tax Court lacked jurisdiction over the income tax deficiency and the accuracy-
related penalty because the adjustments were computational and did not require
partner-level determinations, as per I. R. C. § 6230(a)(1) and (a)(2)(A).

Reasoning

The court reasoned that the notice of deficiency issued to Thompson was invalid
because it pertained to computational adjustments that could be directly assessed
without partner-level determinations. The court analyzed I. R. C. § 6230(a)(1) and
(a)(2)(A) to determine that the deficiency procedures did not apply to the
adjustments in question. It emphasized that the term “computational adjustment”
under I. R. C. § 6231(a)(6) reflects the treatment of partnership items as determined
in the partnership-level proceeding, and thus, the notice of deficiency did not trigger
the deficiency procedures. The court also considered the policy implications of
TEFRA, which aim to streamline tax disputes involving partnerships by limiting
partner-level litigation to only those issues requiring partner-specific
determinations. The court noted the potential ambiguity in I. R. C. § 6230(a)(2)(A)(i)
regarding penalties but relied on the clarity of the regulations to conclude that
penalties related to partnership items could be directly assessed without deficiency
procedures. The court rejected the argument that errors in the computational
adjustments could convert them into deficiencies subject to deficiency procedures,
holding that the notice’s validity should be assessed at the time of issuance without
looking behind it for accuracy.

Disposition

The Tax Court dismissed the case for lack of jurisdiction and directed the entry of an
order of dismissal.
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Significance/Impact

The decision in Thompson v. Commissioner clarifies the jurisdictional limits of the
Tax Court in TEFRA partnership cases, emphasizing the direct assessment of
computational adjustments without the need for deficiency procedures. This ruling
impacts how taxpayers and the IRS handle partnership-related tax disputes,
reinforcing the efficiency of TEFRA’s unified audit and litigation procedures. It also
highlights the importance of accurately classifying adjustments as computational or
requiring partner-level determinations, affecting the procedural avenues available to
taxpayers in challenging tax assessments. Subsequent courts have cited this case in
delineating the scope of TEFRA’s jurisdictional provisions, shaping the practice of
tax law in partnership cases.
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