Hallmark Cards, Inc. v. Commissioner, 111 T. C. 266, 1998 U. S. Tax Ct.
LEXIS 50, 111 T. C. No. 14 (1998)

The U. S. Tax Court has mandatory jurisdiction to redetermine interest on tax
deficiencies, even when the underlying decision did not determine a deficiency.

Summary

Hallmark Cards sought to redetermine interest on a 1987 tax deficiency that was
offset by a 1989 foreign tax carryback. The Tax Court, relying on its jurisdiction
under section 7481(c), denied Hallmark’s motion to withdraw its interest
redetermination request, and also denied the request itself. The decision clarified
that the court’s jurisdiction to redetermine interest is mandatory and applies even
when no deficiency was assessed, impacting how taxpayers and the IRS handle
interest disputes post-deficiency cases.

Facts

Hallmark Cards, Inc. , received a notice of deficiency for 1987 but settled the case
with an overpayment determined for 1987 due to a foreign tax carryback from 1989.
After the decision became final, Hallmark paid the deficiency and interest, and the
IRS refunded the overpayment and some interest. Hallmark then moved to
redetermine the interest on the deficiency, later attempting to withdraw this motion
due to jurisdictional concerns.

Procedural History

The Tax Court issued a final decision on January 28, 1997, determining an
overpayment for 1987. Hallmark filed a motion to redetermine interest on March 26,
1998, and subsequently a motion to withdraw on August 27, 1998. The court denied
both motions, affirming its jurisdiction and following precedent set in Intel Corp. v.
Commissioner.

Issue(s)

1. Whether the Tax Court has jurisdiction to redetermine interest under section
7481(c) when the underlying decision did not determine a deficiency.

2. Whether the Tax Court’s exercise of jurisdiction over interest redetermination is
mandatory.

3. Whether interest on a deficiency, offset by a carryback, should stop accruing at
the end of the taxable year in which the carryback arose or the due date of the
return for the year of the carryback.

Holding

1. Yes, because the court interpreted section 7481(c) to include cases where a
deficiency underpinned the overpayment determination, even if not assessed.
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2. Yes, because section 6512(a) mandates the court to exercise its jurisdiction once
properly invoked.

3. No, because interest accrues until the due date of the return for the year from
which the carryback arises, as established in Intel Corp. v. Commissioner.

Court’s Reasoning

The court reasoned that section 7481(c) grants jurisdiction over interest
redetermination when a deficiency underpins an overpayment, regardless of
whether it was assessed. It emphasized that the court must exercise this jurisdiction
once invoked, as per section 6512(a). The court rejected Hallmark’s argument that
the amendment to section 7481(c) did not apply due to the finality of the decision
before the amendment, noting that the motion to redetermine interest was filed
after the amendment. The court also followed Intel Corp. in holding that interest on
a deficiency offset by a carryback continues to accrue until the due date of the
return for the year of the carryback, not the end of that year.

Practical Implications

This decision impacts how taxpayers and the IRS handle interest disputes post-
deficiency cases, affirming the Tax Court’s mandatory jurisdiction to redetermine
interest even without a deficiency assessment. It clarifies that taxpayers cannot
withdraw motions to redetermine interest once filed, compelling them to pursue
such matters through to a decision. The ruling also affects the timing of interest
cessation in cases involving carrybacks, potentially affecting taxpayer strategies in
managing tax liabilities. Subsequent cases like Intel Corp. have applied this ruling,
solidifying its precedent in tax law.
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