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MEMORANDUM OPI NI ON
COHEN, Judge: Respondent issued a Notice of Final
Partnershi p Adm nistrative Adjustnent (FPAA) for 1990 for CC&F
Western Qperations Limted Partnership (Wstern). CC&F
| nvestors, Inc. (petitioner), the designated tax matters partner

for Western, filed a Petition for Readjustnent of Partnership



Itenms Under Code Section 6226. After concessions, the sole
remai ni ng i ssue i s whether disclosures made in the 1990 Federa
income tax returns of Western and of partnerships in which
Western owned interests were adequate to apprise respondent of
the nature and anmount of omtted itens and, thereby, to preclude
the application of the 6-year period of limtations under section
6229(c)(2). This issue is before the Court on cross-notions for
summary judgnent pursuant to Rule 121. The record shows, and the
parties agree, that there is no genuine issue of material fact.
Unl ess otherw se indicated, all section references are to the

I nternal Revenue Code in effect for the year in issue, and al
Rul e references are to the Tax Court Rules of Practice and

Pr ocedur e.

Backgr ound

Western is a Delaware |imted partnership whose principa
pl ace of business was Boston, Massachusetts. Petitioner is a
corporation organi zed under Del aware | aw.

Western’s sole activity was selling, to a third-party buyer
Western's 84-percent partnership interests in CC& Bell evue
Ofice Investnment Co. (Bellevue), CC& Cabot Plaza Il I|nvestnent
Co. (Cabot Pl aza), CC&F Chatsworth Investnent Co. (Chatsworth),
CC&F Di anond Bar | nvestnent Co. (D anond Bar), CC&F |ssaquah
I nvest nent Co. (Issaquah), CC& Mra Loma Investnent Co. (Mra

Loma), and CC&F Topanga | nvestnent Co. (Topanga); Western’s
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99-percent partnership interests in CC& Vacant Land Associ ates |
(Vacant Land 1), CC&F Vacant Land Associates Il (Vacant Land I1),
CC&F Vacant Land Associates IlIl (Vacant Land I11), CC&F Vacant
Land Associates |V (Vacant Land 1V), and CC&F Vacant Land
Associ ates V (Vacant Land V); and 100 percent of the outstanding
stock of CC&F Stadium Properties, Inc. (Stadiun). The sale
occurred in two phases, the first on March 28, 1990, and the
second on April 26, 1990. The agreenent with the third-party
purchaser required that the underlying property of each
partnership be free and clear of all debt follow ng the closing.
Thus, a portion of the proceeds paid into escrow was applied to
pay off all debt at the closing of the sale.

On Cctober 15, 1991, petitioner tinely filed for Western a
Form 1065, U. S. Partnership Return of Incone, for 1990.
Petitioner incorrectly reported a section 1231 |oss of $3, 196, 339
fromthe sale of the partnership interests. The sale of Stadium
stock was |isted separately. The reported |oss fromthe sal e of
the partnership interests was based on a reported anount realized
of $27, 965, 551 and basis of $31, 161, 890. However, the sale
actually resulted in an aggregate net gain of $9, 182, 216.

The partnerships that were sold by Western also filed tax
returns for 1990. Except for Bellevue, each partnership that was

conveyed included a statenent with its return as foll ows:



The above naned partnership entity was term nated

under Regul ation Section 1.708-1(b)(ii) on [date of

sal e] when both the 84%[99% for Vacant Lands | through

V], CC&F Western Qperations, L.P. (Federal

I dentification Nunber 59-2994986), and the 16% [ 1% f or

Vacant Lands | through V] partner sold their entire

interests in the partnership to an unrel ated party.
Bel l evue did not identify itself as having been sold to an
unrelated third party during 1990. Each partnership that was
conveyed attached, to its Federal incone tax return, a Schedul e
K-1 for each of its partners. On line B of the 12 Schedul es K-1
of Western, the partnerships Iisted Western’s share of

partnership liabilities in the follow ng anounts:

Bel | evue $ 7,657,419
Cabot Pl aza 0
Chat sworth 23,552,592
D anond Bar 8, 846, 254
| ssaquah 4, 960, 496
Mra Loma 0
Topanga 11, 000
Vacant Land | 10, 337, 621
Vacant Land || 2,935,574
Vacant Land 111 298, 884
Vacant Land |V 1, 866, 711
Vacant Land V 9,492, 939

Tot al $69, 959, 490

Nei t her the 1990 Federal incone tax return of Western nor the
returns of the partnerships that were conveyed disclosed that the
third-party purchaser paid or assuned Western's liabilities.

On Cctober 14, 1997, nore than 3 years but |less than 6 years
fromthe date of filing of Western’s return, respondent sent the
FPAA to petitioner, determning that there was unreported gain on

the sale of the partnership interests.



Di scussi on

Under the general rule set forth in section 6501, the
I nternal Revenue Service is required to assess tax or send a
notice of deficiency within 3 years after a Federal incone tax
return is filed. See sec. 6501(a). In the case of a tax inposed
on partnership itens, however, section 6229 sets forth special
rules to extend the period of limtations prescribed by section
6501 in situations where the partnership tax return was filed
| ater than an individual partner’s return. See sec. 6501(0)(2);

Rhone- Poul enc Surfactants & Specialties v. Conm ssioner, 114 T.C.

533, 540 (2000).
Section 6229 provides in pertinent part:

SEC. 6229(a). Ceneral Rule.--Except as otherw se
provided in this section, the period for assessing any
tax inmposed by subtitle A with respect to any person
which is attributable to any partnership item (or
affected iten) for a partnership taxable year shall not
expire before the date which is 3 years after the later
of - -

(1) the date on which the partnership return
for such taxable year was filed, or

(2) the last day for filing such return
for such year (determ ned w thout regard to
ext ensi ons).

* * * * * * *

(c) Special Rule in Case of Fraud, Etc.--

* * * * * * *

(2) Substantial om ssion of incone.--1f any
partnership omts fromgross incone an anount
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properly includible therein which is in excess of
25 percent of the anmpbunt of gross incone stated in
its return, subsection (a) shall be applied by
substituting “6 years” for “3 years”.
Section 6229, like other statutes of |imtation, receives strict
construction in favor of the Governnent when taxpayers seek to

have it applied to bar the Government’s rights. See Badaracco v.

Conmmi ssioner, 464 U.S. 386, 391 (1984); E.I. Du Pont De Nenours &

Co. v. Davis, 264 U S. 456, 462 (1924); Rhone-Poul enc Surfactants

& Specialties v. Commi ssioner, supra at 540.

In drafting section 6229, Congress did not intend to create
a conpletely separate statute of limtations for assessnents

attributable to partnership itenms. See Rhone-Poul enc Surfactants

& Specialties v. Commi ssioner, supra at 545. | nst ead, section

6229 nmerely suppl enents section 6501, and, although section 6229
does not repeat all of the terns and provisions already set forth
in section 6501, the adequate disclosure provision of section
6501(e) (1) (A (ii) is enconpassed in section 6229(c)(2).
Consequently, the precedents interpreting section
6501(e) (1) (A (ii) are equally applicable to section 6229(c)(2).
Section 6501(e)(1)(A)(ii) states:
(1i) In determning the anount omtted from gross

i ncome, there shall not be taken into account any

anmount which is omtted fromgross incone stated in the

return if such anount is disclosed in the return, or in

a statenent attached to the return, in a manner

adequate to apprise the Secretary of the nature and
anpbunt of such item [Enphasis added.]




Petitioner contends that the 1990 Federal incone tax return
and the Federal income tax returns of the partnerships that were
conveyed supplied respondent with a clue as to the nature and
anount of gain that was omtted fromthe Wstern return, and,
thus, the 6-year period of Iimtations under section 6229(c)(2)
does not apply. Petitioner concedes that the omtted gain from
the sale of the partnership interests exceeds 25 percent of the
anount of gross incone stated in the 1990 Federal incone tax
return of Western.

Respondent argues that neither the 1990 return nor the
returns of the partnerships that were conveyed provi de adequate
di scl osure, and, therefore, the 6-year period of limtations is
appl i cabl e. Respondent concedes that the Federal incone tax
returns of the partnerships that were conveyed shoul d be
considered along with the 1990 tax return of Western for purposes

of determ ni ng whet her an adequate disclosure has been nmade. See

Wal ker v. Conmi ssioner, 46 T.C. 630, 637-638 (1966).

In Colony, Inc. v. Comm ssioner, 357 U S. 28, 37 (1958), the

Suprene Court, although interpreting section 275(c), |I.R C 1939,
t he predecessor of section 6501(e), specifically stated that the
result that it reached is in harnony with the | anguage of section
6501(e) (1) (A):

We think that in enacting section 275(c) Congress

mani f ested no broader purpose than to give the
Comm ssi oner an additional 2 years [now 3] to
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investigate tax returns in cases where, because of a
taxpayer’s om ssion to report sone taxable item the
Comm ssioner is at a special disadvantage in detecting
errors. |In such instances the return on its face
provides no clue to the existence of the omtted item
On the other hand, when, as here, the understatenent of
a tax arises froman error in reporting an item

di scl osed on the face of the return the Conm ssioner is
at no such disadvantage. * * * [ld. at 36; enphasis
added. ]

This Court has held that, in setting out the “clue”
standard, the Suprene Court did not nmean a clue sufficient to
intrigue the likes of Sherlock Holnes, or a clue that involved a
detailed revelation of each and every underlying fact. See Quick

Trust v. Conm ssioner, 54 T.C 1336, 1347 (1970), affd. 444 F.2d

90 (8th Cr. 1971). Disclosure of omtted naterial can be

adequate wi thout disclosing exact dollar anmounts. See University

Country dub, Inc. v. Conm ssioner, 64 T.C. 460, 470 (1975). The
proper application of the rule is whether the need for an
adjustnment is “reasonably” apparent fromthe face of the Federal
income tax return. See id. at 471.

The 1990 Federal inconme tax return of Western infornmed
respondent that a sale of partnership interests had occurred and
that petitioner had used an anobunt realized equal to $27, 965, 551
in reporting gain. Petitioner clainms that statenents in the
returns for the partnerships that were conveyed clearly disclose
that Western, at the time of sale, was liable for $69, 959, 490 of

conbi ned debt. Petitioner argues that, because paynent or



assunption of debt by a purchaser is includable in the anount
realized, respondent should have been on notice that the actual
anount realized m ght be equal to or greater than the debt of
Western, and, therefore, was understated by at |east $41, 993, 939
in the calculation of the I oss on the Federal inconme tax return.
Petitioner’s argunent assunes that it is reasonable to
expect an agent for the Internal Revenue Service to sort through
12 unique and different partnership tax returns to find each
Schedul e K-1 issued specifically for Western, and to tally all of
Western’s nonrecourse and other liabilities. Petitioner’s
argunent then assunes that an agent should be able to conpare the
anmount of liabilities to the disclosed anount realized on the
Federal inconme tax return of Western, and glean fromthat
conparison that the anount realized is understated by the
di fference between the total liabilities listed on the Schedul es
K-1 and the anobunt reported on the return of Western.
Petitioner’s argunment surpasses the bounds of reasonabl eness.
The purpose behind the adequate disclosure doctrine is to allow
t he Conmm ssioner an extra 3 years to assess a deficiency in
situations where a taxpayer’'s failure to report inconme puts the
Comm ssi oner at a special disadvantage in detecting errors. See

Colony, Inc. v. Conm ssioner, supra at 36. The omssion in this

case created just that type of disadvantage. Presumably even the

sophi sticated preparers of the returns, who were famliar with
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the details of the transactions, did not recognize that
substantial inconme was omtt ed.

Colony, Inc. v. Conm ssioner, supra, upon which petitioner

relies heavily, does not support petitioner’s argunents. Col ony
i nvol ved the interplay between "gross receipts" and "gross
incone”. All of the receipts of a sale of real property had been
di scl osed, but cost of goods sold had been overstated. Under
t hese circunstances, the Suprenme Court held that there was not an
om ssion fromgross incone wthin the neaning of the applicable
statute because, in conputing the 25-percent threshold, Congress
i nt ended om ssion of gross incone to refer to an under st at enent
of anmpbunt realized rather than net gain. See id. at 1038.

Qur holding is consistent with the decision of this Court in

Estate of Knox v. Conmi ssioner, T.C. Mnp. 1961-129, revd. on

anot her issue 323 F.2d 84 (5th Cr. 1963). |In Estate of Knox, a
corporation owing real property was |iquidated, and the assets
were distributed to the sharehol ders. Because an el ection was
not filed within 30 days after the adoption of the plan of
liquidation, the distribution that was received by the

shar ehol ders shoul d have been reported as incone on their

i ndividual tax returns. The taxpayer, a 60-percent sharehol der,
failed to include the distribution in income. The taxpayer
failed to report that the corporation had been |iquidated on her

incone tax return but attached a schedule claimng that the
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t axpayer had acquired a 60-percent interest in real property and
was entitled to a depreciation deduction for 60 percent of the
i nprovenents. The Comm ssioner sent a notice of deficiency after
the expiration of the 3-year period of limtations. The taxpayer
argued that her reporting of depreciation fully apprised the
Comm ssioner of all of the facts necessary to nake a
determ nation of deficiency. This Court held, however, that such
reporting was not adequate because there was no nention of the
iquidation of the corporation on the tax return. See id.

Qur holding is also consistent wwth the opinion of the Court

of Appeals in Phinney v. Chanbers, 392 F.2d 680 (5th Cr. 1968).

I n Phinney, a taxpayer incorrectly clained a stepped-up basis in
her one-half interest in a comunity-owned installnent note

i ssued in exchange for stock. The full value of the note had
been included in the estate of her deceased husband for estate
tax purposes. Wien the note was paid in full, the taxpayer
reported, on her individual inconme tax return, that the anmount
collected was a sale of stock with an anmobunt realized equal to
basis. When the Conmm ssioner disallowed the stepped-up basis,
nore than 3 years but less than 6 years after the taxpayer filed
her return, the taxpayer argued that she had adequately discl osed
the transaction on her Federal inconme tax return. The Court of
Appeal s held that the taxpayer had not given the Conm ssioner a

chance to chall enge the taxpayer’s contentions, because the
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t axpayer had failed to nention the stepped-up basis anywhere in

the return. See id. at 684.

Li ke the taxpayers in Estate of Knox and Phi nney, petitioner
has failed to provide enough information to all ow an exam ni ng
agent to reasonably identify the underreporting of gain. |In
order to qualify for relief under the adequate disclosure
exception to section 6229(c)(2), the disclosures on the return
have to be nore directly related to the omtted i ncone than what
was di scl osed by petitioner.

We have considered all remaining argunents made by
petitioner for a result contrary to that expressed herein, and,
to the extent not discussed above, they are irrelevant or wthout
merit. Respondent’s notion for summary judgnent will be granted,
and petitioner’s notion for summary judgnent will be deni ed.

To reflect the foregoing,

An appropriate order and

decision will be entered.




