Pen Coal Corp. v. Commissioner, 107 T. C. 249 (1996)

The U. S. Tax Court does not have jurisdiction to redetermine interest computed at
the increased rate for large corporate underpayments under section 6621(c) in
deficiency proceedings.

Summary

In Pen Coal Corp. v. Commissioner, the U. S. Tax Court held that it lacked
jurisdiction to redetermine interest under section 6621(c) for large corporate
underpayments in deficiency proceedings. The case arose when Pen Coal
Corporation and Pen Holdings, Inc. contested notices of deficiency asserting that
their underpayments were subject to increased interest rates due to being classified
as large corporate underpayments. The court dismissed the petitioners’ claims,
ruling that section 6214(a) does not extend its jurisdiction to such interest. This
decision clarified the scope of the Tax Court’s authority, emphasizing the statutory
limitations on its ability to address interest in deficiency cases.

Facts

Pen Coal Corporation and Pen Holdings, Inc. received notices of deficiency from the
Commissioner of Internal Revenue on August 17, 1995, asserting deficiencies in
their federal withholding and income taxes for multiple years. The notices included
determinations that the underpayments constituted large corporate underpayments
under section 6621(c)(3), subjecting them to an increased interest rate. The
petitioners contested these determinations, arguing they were not liable for the
increased interest and that the Commissioner failed to provide an opportunity for
administrative review before issuing the notices.

Procedural History

The petitioners filed petitions for redetermination with the U. S. Tax Court on
November 14, 1995. The Commissioner moved to dismiss for lack of jurisdiction and
to strike allegations related to the petitioners’ liability for interest under sections
6601(e)(2) and 6621(c). The court assigned the case to Special Trial Judge Robert N.
Armen, Jr., and ultimately agreed with and adopted his opinion, leading to orders
granting the Commissioner’s motions.

Issue(s)

1. Whether the U. S. Tax Court has jurisdiction to redetermine petitioners’ liability
for interest computed at the increased rate prescribed in section 6621(c) in
deficiency proceedings.

Holding

1. No, because section 6214(a) does not provide statutory authority for the Tax
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Court to redetermine such interest in deficiency proceedings.
Court’s Reasoning

The court’s decision was based on the interpretation of section 6214(a) and the
statutory framework governing its jurisdiction. The court emphasized that its
jurisdiction is limited to what is expressly authorized by statute and does not extend
to statutory interest under section 6601, which includes interest under section
6621(c). The court rejected the petitioners’ argument that section 6621(c) interest
constitutes an “additional amount” under section 6214(a), adhering to its prior
holding in Bregin v. Commissioner that “additional amount” refers to assessable civil
penalties under chapter 68. The court also drew a negative inference from the
absence of a jurisdictional grant in the current version of section 6621(c),
contrasting it with the former version which explicitly granted such jurisdiction. The
court left open the question of whether jurisdiction might exist under section
7481 (c) for supplemental proceedings after payment of the deficiency and interest.

Practical Implications

This decision has significant implications for taxpayers and practitioners dealing
with large corporate underpayments. It clarifies that the Tax Court cannot address
disputes over section 6621(c) interest in deficiency proceedings, requiring taxpayers
to seek other avenues for challenging such interest determinations. Practitioners
must be aware of the jurisdictional limitations and consider alternative forums for
disputes over interest, such as district courts or the Court of Federal Claims. The
decision also underscores the importance of understanding the statutory framework
governing the Tax Court’s jurisdiction, particularly in relation to interest and
penalties. Subsequent cases, such as those involving section 7481(c), may further
define the Tax Court’s role in interest disputes post-deficiency proceedings.
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