Union Carbide Corp. v. Commissioner, 110 T. C. 375 (1998)

A related supplier and its FSC must file claims for refund within the period of
limitations under section 6511 to redetermine FSC commission expenses.

Summary

In Union Carbide Corp. v. Commissioner, the U. S. Tax Court ruled on the timeliness
of claims for additional FSC commission expenses. Union Carbide, a U. S.
corporation, sought to redetermine its FSC commissions for the years 1987-1989,
but the IRS objected, citing that the period of limitations for both Union Carbide and
its FSC, Union Carbide Foreign Sales Corporation (UCFSC), had expired under
section 6511. The court upheld the IRS’s position, affirming the validity of the
regulation requiring that both the related supplier and its FSC have open periods of
limitations under section 6511 to make such redeterminations. This decision
clarifies the procedural requirements for taxpayers seeking to adjust FSC
commissions through amended returns.

Facts

Union Carbide Corporation (Union Carbide) manufactured chemicals and other
products in the U. S. and sold some of these products internationally through its
wholly owned Foreign Sales Corporation (FSC), Union Carbide Foreign Sales
Corporation (UCFSC). For the tax years 1987, 1988, and 1989, Union Carbide paid
UCFSC commissions based on export sales. Union Carbide later sought to
redetermine these commissions to claim additional deductions, filing amended
returns for those years. However, the IRS rejected these claims, arguing that the
statute of limitations under section 6511 had expired for both Union Carbide and
UCFSC, preventing the redetermination of commissions.

Procedural History

Union Carbide moved for partial summary judgment to redetermine its FSC
commission expenses for the years 1987-1989. The IRS cross-moved for partial
summary judgment, asserting that Union Carbide’s claims were time-barred under
section 1. 925(a)-1T(e)(4) of the Temporary Income Tax Regulations. The U. S. Tax
Court granted the IRS’s motion and denied Union Carbide’s motion, holding that the
regulation’s requirement for open periods of limitations under section 6511 for both
the related supplier and its FSC was valid and applicable.

Issue(s)

1. Whether Union Carbide can claim additional FSC commission expenses for the
years 1987-1989 under section 1. 925(a)-1T(e)(4) of the Temporary Income Tax
Regulations when the period of limitations under section 6511 has expired for both
Union Carbide and UCFSC.
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2. Whether section 1. 925(a)-1T(e)(4) of the Temporary Income Tax Regulations is
valid.

Holding

1. No, because the regulation requires that the period of limitations under section
6511 be open for both the related supplier and its FSC for any redetermination of
FSC commission expenses to be valid.

2. Yes, because the regulation is a reasonable interpretation of the statute and does
not contradict congressional intent.

Court’s Reasoning

The court analyzed the plain language of the regulation, which clearly states that
both the FSC and its related supplier must have open periods of limitations under
section 6511 to redetermine FSC commissions. The court found no ambiguity in the
regulation’s requirement, dismissing Union Carbide’s arguments for a more lenient
interpretation. The court also considered the legislative history of the FSC
provisions, concluding that the regulation’s dual section 6511 requirement aligns
with the statute’s goal of allowing taxpayers to maximize FSC expenses within
certain parameters. The court rejected Union Carbide’s contention that the
regulation was unreasonable or contrary to the statute, emphasizing that the
regulation provides a reasonable timeframe for redeterminations while preventing
potential abuse through retroactive tax planning. The court also noted that
taxpayers have the option to file protective claims for refund to preserve their rights
under the regulation.

Practical Implications

This decision underscores the importance of timely action for taxpayers seeking to
redetermine FSC commission expenses. Practitioners must ensure that both the
related supplier and its FSC have open periods of limitations under section 6511
before attempting to file amended returns for such redeterminations. The ruling also
reinforces the validity of IRS regulations that set specific procedural requirements
for tax adjustments, emphasizing the need for careful tax planning and compliance
with these regulations. In subsequent cases, courts have applied this ruling to
uphold the dual section 6511 requirement, impacting how similar cases are analyzed
and resolved. Taxpayers and their advisors should consider filing protective claims
for refund if they anticipate potential favorable revisions to their FSC expenses,
ensuring they can take advantage of any available tax benefits within the statutory
timeframe.
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