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Calumet Industries, Inc. v. Commissioner, 95 T. C. 257 (1990)

An open year for assessment can be assessed even if the deficiency results from an
NOL carryback from a closed year, as long as the open year’s assessment period is
extended by agreement.

Summary

Calumet Industries carried back a 1981 net operating loss (NOL) to 1979, claiming a
refund. The IRS later disallowed part of the NOL due to disallowed deductions,
increasing the 1979 taxable income. The assessment period for 1981 had closed, but
1979 remained open by agreement. The court held that the IRS could assess a
deficiency for 1979, despite the NOL originating from a closed year, because 1979
was open by agreement. This ruling emphasizes that the statute of limitations for
assessing a deficiency in an open year is not affected by an NOL carryback from a
closed year.

Facts

Calumet Industries, Inc. , and its subsidiaries generated a net operating loss (NOL)
of $436,793 for the fiscal year ending June 30, 1981. They carried back $313,179 of
this NOL to their 1979 taxable year, claiming a refund. The IRS disallowed part of
the  NOL  carryback  due  to  disallowed  deductions  claimed  in  1981,  increasing
Calumet’s 1979 taxable income. The assessment period for 1981 expired on June 30,
1985, while the assessment period for 1979 was extended by agreement to June 30,
1987. The IRS issued a notice of deficiency on November 26, 1986, after the 1981
period closed but before the 1979 period expired.

Procedural History

Calumet filed a petition with the United States Tax Court challenging the IRS’s
notice  of  deficiency  issued  on  November  26,  1986.  The  Tax  Court  considered
whether the IRS was barred from assessing a deficiency for 1979 due to the NOL
carryback from the closed 1981 year.

Issue(s)

1. Whether the IRS is barred from assessing a deficiency for 1979 attributable to an
NOL carryback from 1981, a closed year, when the assessment period for 1979 is
open by agreement?

Holding

1. No, because the assessment period for 1979 was extended by agreement under
Section 6501(c)(4), allowing the IRS to assess a deficiency for 1979 despite the NOL
carryback originating from a closed 1981 year.
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Court’s Reasoning

The  court  applied  Section  6501(c)(4),  which  allows  for  the  extension  of  the
assessment  period  by  agreement.  The  court  noted  that  Section  6501(h),  which
extends the assessment period for NOL carrybacks, does not override the agreed-
upon extension for the open year. The court relied on precedent, such as Pacific
Transport Co. v. Commissioner, which held that the IRS can recompute income or
loss from a closed year for purposes of determining the correct tax liability for an
open year. The court also considered the legislative intent behind Section 6501(h),
which  was  to  provide  a  longer  assessment  period  for  NOL carrybacks,  not  to
preempt other provisions like Section 6501(c)(4) that allow for longer assessment
periods. The court emphasized that statutes of limitations are strictly construed in
favor of the government and that by agreeing to extend the 1979 period, Calumet
waived any defense regarding the limitations period for that year.

Practical Implications

This decision has significant implications for tax practitioners and taxpayers dealing
with NOL carrybacks. It clarifies that if a taxpayer agrees to extend the assessment
period for a particular year, the IRS can assess a deficiency for that year even if the
deficiency results from an NOL carryback from a closed year. Practitioners should
be cautious when agreeing to extend assessment periods, as such extensions allow
the IRS to reassess deficiencies based on NOL carrybacks from closed years. This
ruling also underscores the importance of  understanding the interplay between
different sections of the Internal Revenue Code, particularly those dealing with the
statute  of  limitations.  Taxpayers  should  consider  the  potential  impact  of  NOL
carrybacks when negotiating extensions of the assessment period. Subsequent cases
have followed this precedent, reinforcing the principle that an open year remains
open for all purposes, including NOL carryback adjustments.


