Williams v. Commissioner, 94 T. C. 464 (1990)

Section 483’s method of interest allocation cannot be overridden by general
accounting rules under sections 446(b) and 461(g).

Summary

In Williams v. Commissioner, the U. S. Tax Court ruled that the petitioners could
deduct the full amount of interest as characterized by Section 483 of the Internal
Revenue Code, rather than being limited to the economically accrued interest as
argued by the Commissioner. The petitioners had purchased a condominium and
paid a large portion of the purchase price with a non-interest-bearing note. Section
483 recharacterized a significant part of the payment as interest, which the
petitioners sought to deduct. The court held that the specific provisions of Section
483 prevailed over the general accounting principles of Sections 446(b) and 461(g),
allowing the petitioners to deduct the interest as allocated by Section 483.

Facts

In 1983, Lloyd E. Williams and another individual purchased a condominium for
$1,514,000. They paid $10,000 in cash and executed a fully recourse, non-interest-
bearing note for $1,504,000. The note required two installments: $477,000 due in
1983 and $1,027,000 due in 2013. Section 483 of the Internal Revenue Code
characterized $315,482 of the first installment as interest. The petitioners, using the
cash method of accounting, deducted their share of this interest on their 1983 tax
return. The Commissioner argued that the deduction should be limited to the
economically accrued interest of $25,463.

Procedural History

The Commissioner initially determined a deficiency of $29,015 in the petitioners’
1983 federal income tax, later increasing it to $61,011. 50 in an amended answer.
The case came before the U. S. Tax Court on cross-motions for summary judgment
on the Section 483 issue. The court granted the petitioners’ motion and denied the
Commissioner’s motion for partial summary judgment on this issue.

Issue(s)

1. Whether Section 446(b) limits the petitioners’ interest deduction to the amount of
interest that economically accrued rather than the amount determined under
Section 483?
2. Whether Section 461(g) limits the petitioners’ interest deduction to the amount of
interest that economically accrued rather than the amount determined under
Section 4837

Holding
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1. No, because Section 483’s specific provisions override the general provisions of
Section 446(b).

2. No, because Section 461(g) does not apply when accrual taxpayers are subject to
Section 483’s allocation method.

Court’s Reasoning

The court reasoned that Section 483’s method of interest allocation must be
followed as it is a specific statutory provision that overrides the general accounting
rules under Sections 446(b) and 461(g). The court noted that the Commissioner’s
authority under Section 446(b) to adjust accounting methods does not extend to
overriding specific statutory provisions like Section 483. Furthermore, the court
found that Section 461(g) did not apply because it aligns cash method taxpayers
with the accrual method, but accrual taxpayers are subject to Section 483’s
allocation method, not economic accrual. The court emphasized that any limitation
on Section 483 deductions should come from legislative action, not judicial
interpretation, citing subsequent amendments to Section 483 as evidence of
Congressional intent to address such issues.

Practical Implications

This decision clarifies that taxpayers can rely on Section 483’s interest allocation
method for deductions, even when it results in a larger deduction than economic
accrual would allow. Legal practitioners should note that specific statutory
provisions like Section 483 take precedence over general accounting principles. This
ruling may encourage taxpayers to structure transactions to maximize deductions
under Section 483, though subsequent amendments to the law have changed the
allocation method for later years. The decision also highlights the importance of
legislative action to address perceived gaps in tax law, rather than relying on
judicial interpretation of general provisions.
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