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STEWART, Circuit Judge:

Taxpayers appeal the tax court's decision that the
Comm ssioner of Internal Revenue Service's (IRS) notices of
deficiency were not tinme-barred. The IRS assessed deficiencies in
i ncone taxes as to appellants' taxable years 1983 and 1984, one
year after it executed a settlenment agreenent wth taxpayers.
Taxpayers assert that the one-year statute of limtations was
triggered when they signed the settlenent agreenent, and thus the
| RS's assessnent was tine-barred. For the follow ng reasons, we
affirm

BACKGROUND
The facts are undisputed. During the relevant tinme period,

1983 and 1984 tax years, the taxpayers were partners in RDB Joint



Venture ("RDB"), a Texas general partnership. RDB was a partner of
Valley Cable, Ltd. ("Valley Cable"), a Texas Limted Partnership.
Valley Cable was subject to the unified audit and litigation
procedures set forth in 88 6221 through 6233 of the Tax Code.
Taxpayers were "indirect partners" of Valley Cable, as defined in
8§ 6231(a)(10), due to their ownership interest in RDB.

The |IRS audited Valley Cable. As a result of its
investigation, the IRS issued Valley Cable a Notice of Final
Partnership Admnistrative Adjustnent disallowing deductions
clainmed by Valley Cable for the 1983 and 1984 tax years (which
af fected taxpayers' incone tax for the 1983 and 1984 tax years).
RDB challenged this determ nation. Subsequently, an |IRS
representative, M. Palka, nmailed a letter ("Palka letter") and a
Form870-L(AD), settlenent agreenent to Valley Cable's Partner for
tax matters, M. Wlder. A copy of the formand |etter was sent to
RDB. The |etter contai ned several m stakes which were detected by
RDB s attorney, M. Redding, and this was communicated to the |IRS.
Form 870-L(AD), however, was correct. It provided in pertinent
part:

Under the provisions of section 6224(c) of the Internal

Revenue Code, the undersigned offers to enter into a

settlenent agreenent with respect to the determ nation of

partnership itens of the partnership for the year shown on t he
attached schedule of adjustnents. The undersigned, in
accordance with the provisions of Section 6224(b) of the Code,
also offers to waive the restrictions on the assessnent and
coll ection of any deficiency attributable to partnershipitens

(Wwth interest as required by law) provided in Section

62255(a) .

This offer is subject to acceptance for the Conm ssioner of

the I nternal Revenue Service. It wll take effect as a waiver

of restrictions on the date it is accepted. Unless and until
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it is accepted, it wll have no force of effect. [Enphasis
added. ]

Foll ow ng these instructions were three lines bearing the | abe
"Signature of taxpayer"; below the taxpayers' signature |ine was
a bl ank space, and at the bottom of the page were lines |abel ed:
"Date accepted for the Conm ssioner" and "signature."

In an attenpt to correct the errant Palka letter, the IRS s
attorney for the case, M. Bal boni, sent a second | etter ("Bal bon
letter"). The letter provides in pertinent part:

In order to clear up any potential m sunderstandi ng caused by

the [Palka] letter in these cases, | amwlling to wite and

send a letter to each of the partners of Valley Cable, Ltd.,
or their known representative, which clarifies the settl enent

offer and the deadline for its acceptance.... [ T] he
settlenment offer can only be accepted by you if you ...
execute the Form 870-L(AD) ... [and send it] in an envel ope
post marked no | ater than May 6, 1991, which date is the final
deadl ine for accepting the offer.... The settlenent agreenent
bet ween you and the governnment will be consummated only upon

the execution of the form 870-L(AD) by an authorized
representative of the governnent. [Enphasis added.]

After consultation with their CPA, RDB accepted the settl enent
of fer. Taxpayers' counsel, M. Reddi ng, executed Form870-L(AD) on
behal f of RDB and it was delivered to IRS representative Pal ka on
May 6, 1991, the due date. A cover letter executed by Redding
acconpani ed the Form 870-L(AD). It provided in pertinent part:

Pursuant to M. Balboni's |etter of April 4, 1991, enclosed is

an executed Form 870-L(AD) on behalf of the above-referenced

t axpayers, accepting the CGovernnent's settlenent offer....

Pl ease send nme a copy of the fully executed 870-L(AD) as soon

as it is signed on behalf of the Internal Revenue Service.

The IRS' s authorized representative executed the Form 870-
L(AD) on Decenber 6, 1991. Pursuant to the terns of the

settlenment, the |IRS assessed deficiencies in inconme taxes on



Decenber 3, 1992, as to the Rays' taxable years 1983 and 1984
attributable to the settlenent of the Valley Cable Partnership
audit. The IRS did the sane for the Dom nguez's on the next day,
Decenber 4, 1992.

The t axpayers responded by filing petitions for
redeterm nation of the assessed deficiencies, arguing that the one
year statute of limtations period set by 8§ 6229(f) began to run
when their representative signed Form 870-L(AD) on May 6, 1991,
rat her than on Decenber 6, 1991 when an authorized representative
of the I RS executed the Form870-L(AD). Thus, the argunent foll ows
that the notices of deficiency mailed by the I RS on Decenber 3-4,
1992, were not mailed within a year of the execution of the
agreenent on May 6, 1991, and consequently are tine-barred.

After a trial, the Tax Court held that the notices of
deficiency were not tinme-barred. The Tax Court correctly observed
at the outset that the dispositive issue was "when the parties
entered into a settlenent agreenent.” The court noted that
contract principles govern the settlenent of tax cases. One of
those principles is that an unanbiguous docunent should be
interpreted within its four corners. The Tax Court rejected the
t axpayers' argunents, finding Form870-L(AD) unanbi guous. The Tax
Court al so concluded that when the Bal boni letter and Form 870-
L(AD) are read together, it is clear that the settlenent was not
effective until it was accepted by the |IRS.

STANDARD CF REVI EW

"Interpretation of a contract and the determ nation of



anbiguity are questions of law, which this Court reviews de novo."
F.D.1.C. v. MFarland, 33 F.3d 532 (5th Gr.1994). Wen the tria
court considers extrinsic evidence ininterpreting a contract, its
conclusions are reviewed under a clear error standard. |Id.
DI SCUSSI ON

In this appeal, we are faced with one question: Wether the
settl enment agreenent reached by the parties was | egally binding at
its signing by the taxpayers or at the I RS s signing.

At the outset, we note the parties agree that a settl enent was
entered into and that the I RS had one year fromthe date it entered
into the settlenent agreenent to assess any tax or penalties
resulting from the settlenent agreenent. The parties disagree,
however, as to when the limtations period under 26 US C 8§
6229(f) began to run. The taxpayers contend that when they signed
and returned the Form 870-L(AD), the parties then had a legally
enforceabl e agreenent. The IRS, on the other hand, contends that
it was not until its authorized representative signed the Form870-
L(AD) did the parties have a l|legally enforceabl e agreenent thus
triggering the one-year statute of limtations. W nust therefore
resol ve the issue of when did the statute of Iimtations begin to
run.

We have previously held that general contract |aw principles
govern tax settlenment cases. Treaty Pines Investnents Partnership
v. Comm ssioner of IR 967 F.2d 206, 211 (5th G r.1992). Moreover,
in the context of settlenent agreenents utilizing the Form 870-

L(AD), we have considered the very sanme argunent now asserted by



Taxpayers. | n Brookstone Corp. v. United States, 58 F. 3d 637 (5th
Cir.1995) (per curian) (unpublished),! we affirmed the district
court's determnation that a settlement reached between the
t axpayer and the I RS was not accepted upon the taxpayer signing the
Form 870-L(AD), but only when it was signed by the IRS. The Form
870-L(AD) was acconpanied by a transmttal letter that contained
| anguage which, if read in isolation, mght be interpreted to nean
it was an offer subject to acceptance by taxpayers signing it.
However, we distinctly held that the operative docunent was the
Form 870-L(AD), which was unequivocal and stated that the
settl enment agreenent woul d not take effect until signed by the IRS.
Thus, we rejected taxpayer's argunent and affirnmed the district
court. Brookstone, slip op. at 2.

The facts of Brookstone are simlar to the facts of the
instant case and thus we follow its reasoning. W are not
persuaded by the taxpayers' argunent that the use of the words
"offer" and "accept"” in the Bal boni letter constituted | anguage of
an offer for the taxpayers to accept. |If we narrowmy interpret the
Bal boni letter as controlling then we |ose sight of Form 870-
L(AD)'s rel evance as the operative docunent. Balboni's letter was
witten as a point of clarification of the Palka letter and to
reaffirmthe requirenments enunerated in Form 870-L(AD), but at no
time was this letter to supersede the Form870-L(AD). Nonet hel ess,
when the docunents are read together, it is quite apparent that

Form870-L(AD) is an invitation to offer which requires acceptance

IGited at 58 F.3d 637 (5th Gir.1995).
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by the Conm ssioner prior to the settlenent taking effect. See
Gllilan v. Comm ssioner, 66 T.CM (CCH 398, 1993 W 311552
(1993) (Stating that taxpayers signing of Form 870-L(AD) was an
offer to settle certain partnership itens that could not constitute
an agreenent until accepted by the |IRS)

Taxpayers argue that binding settlenent agreenents have been
found to consist of exchanges of letters, such as what is present
in the instant case. See Treaty Pines, supra; Hai duk v.
Conmi ssioner, 60 T.C.M (CCH) 864, 1990 W. 136717 (1990).
Taxpayers' argunment, however, cannot overcone the presence of the
Form 870-L(AD) and its unanbi guous | anguage.? Although taxpayers
make an attenpt to argue that the Form870-L(AD) is anbi guous, the
pl ai n | anguage of the formrefutes this argunent. Part | of the
form (addressing partnership itens) notes that "the undersigned
[taxpayer] offers to enter into a settlenent agreenent” wth
respect to partnership itenms shown on an attached schedule.
Further down on the formit states that "this offer is subject to
acceptance for the Comm ssioner of the I nternal Revenue Service...
Unl ess and until it is accepted, it will have no force or affect.”
As Brookst one concl uded, this | anguage i s unanbi guous and t herefore
it is controlling. As such, the settlenent agreenent was entered
into as a matter of | aw on Decenber 6, 1991, when the I RS accepted
the offer by signing the Form 870-L(AD). Thus, the IRS s

assessnents executed on Decenber 3 and 4, 1992 were not

2Nei t her Treaty Pines nor Hai duk were addressing the existence
of a formal settlenent docunent, such as the one [870-L(AD) ]
present here.



time-barred.
CONCLUSI ON
Havi ng found that the IRS nade a tinely assessnent of the tax
penalties at issue because it was made within one year after the

| RS and the taxpayers entered into a settlenent, we AFFI RM



