Bankamerica Corp. v. Commissioner, 109 T. C. 1 (1997)

Interest on tax deficiencies must be calculated considering credit carrybacks that
temporarily reduce the deficiency until displaced by later events.

Summary

Bankamerica Corp. challenged the IRS’s calculation of interest on tax deficiencies
for 1977 and 1978, which had been reduced by an investment tax credit (ITC)
carried back from 1979. Although the ITC was later displaced by a 1982 net
operating loss (NOL) carryback, the Tax Court held that the IRS should have
accounted for the ITC in computing interest from the end of 1979 until the NOL'’s
effect in 1983. The decision underscores the ‘use of money’ principle in interest
calculations, affirming that temporary reductions in tax liability due to credit
carrybacks must be considered in interim interest computations.

Facts

Bankamerica Corp. faced tax deficiencies for 1977 and 1978. In 1979, it generated a
foreign tax credit (FTC) and an ITC, both carried back to offset the deficiencies. In
1982, an NOL arose, carried back to 1979, which released the FTC and ITC. The
FTC was then carried back to 1977 and 1978, displacing the ITC, which was carried
forward to 1981. The IRS calculated interest on the original deficiencies without
reducing them by the ITC amounts during the period from 1980 to 1983.

Procedural History

Bankamerica filed a petition with the Tax Court to redetermine interest under IRC §
7481(c) after paying the assessed deficiencies and interest. The case had previously
involved multiple Tax Court opinions and an appeal to the Seventh Circuit, which
affirmed in part and reversed in part, leading to a final decision in 1994 based on
stipulated computations that omitted the 1979 ITC.

Issue(s)

1. Whether the IRS must account for the ITC carryback from 1979 in computing
interest on the 1977 and 1978 deficiencies from January 1, 1980, to March 14, 1983,
despite its subsequent displacement by the 1982 NOL.

Holding

1. Yes, because the IRS should have reduced the deficiencies by the ITC amounts for
interest computation during the interim period from January 1, 1980, to March 14,
1983, reflecting the temporary use of the ITC to offset the deficiencies.

Court’s Reasoning
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The Tax Court applied the “‘use of money’ principle, requiring the IRS to account for
temporary reductions in tax liabilities due to credit carrybacks when calculating
interest. The court cited IRC § 6601(d), which states that interest is not affected by
carrybacks before the filing date of the year in which the loss or credit arises. The
court also referenced Revenue Rulings 66-317, 71-534, and 82-172, which support
the principle that interim use of credits must be considered in interest calculations.
The court rejected the IRS’s argument that the final liability fixed by the 1994
decision should retroactively eliminate the effect of the ITC on interim interest,
emphasizing that the decision relates back to when the liability arose. The court
found a mutual mistake in the 1994 computations omitting the ITC and justified
reopening the case to correct interest calculations without modifying the final
decision on the deficiency amounts.

Practical Implications

This decision clarifies that temporary credit carrybacks must be considered in
interest computations on tax deficiencies until displaced by subsequent events.
Taxpayers and practitioners should ensure accurate interim interest calculations
when credits temporarily reduce tax liabilities. The IRS must apply the ‘use of
money’ principle in interest assessments, considering the timing and effect of credit
carrybacks. The ruling may influence future cases involving complex carryback
scenarios, emphasizing the need for meticulous tracking of credits and losses in
interest calculations. This case also highlights the importance of reviewing
stipulated computations for errors that could affect interest liabilities.
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